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5

PETITION FOR DETERMINATION OF CI,AIMANT AND
ESTABLISHMENI OF RECLAMATION BOND

Pursuant to Section 40-g-g of the Utah Code, as amended,

the Petrtioner hereby requests that, the Board of OiI, cas and

Mining ("Board"1 enter a deternination that petitioner is the
rrri-ghtful cl-:jmanttr to receive a previously forfeited
reclarnation bond, pursuant to Section 40-g-L4 (6), Utah Code

Annotated; and further, that the ilBoardtr, upon making such

deternination that Petitioner is the rightful claimant, cause

the reclamation bond previously forfeited to the Division in
the amount of 955,210 tq act as a continuing reclamation bond,

pursuant to Section 40-8-14 to support the Reclamation plan of
5 M, Incorporated for the Silver Reef nine in Washington



County, Utah.

This petj.tion is supported by a Memorandum filed
contemporaneously her.ewith.

,.?,i
DATED this .i ' dav of

1--r7-

PROOF OF SERVICE

I hereby certify that I have this date serwed the

foregoing instrument upon all parties of record in this
proceeding by nailing a copy thereof, properly addressed, with
postage prepaid, to:

Keriey l,iining Chemicals, Inc.
Santo Thornas Rt. Box 73
Sahuarita, AZ A5629 . /,

i i'I-/'.-
, this /t aay of August,

L988.

4'tU'
2
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CLIFFORD V. DUNN #933
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Telephone: 801-628-54O5

BEFORE THE BOARD OF OIL, GAS AND
DEPARTT{ENT OF NATI'RAI RESOI'RCES

STATE OF UTAH

IN THE MATTER OF REQUEST
FOR AGENCY ACTION OF
5 M, INCORPORATED REQUESTING
DETERMINATTON OF CI,AIMANT
AND ESTABLISHMENT OF
RECI.,AMATION BOND

Subnitted by

5 M, INCORPORATED
A Utah Corporation,

Peti.tioner.

Docket No.:

Cause No. :

MEMORANDIIM IN SUPPORT OF PETITION FOR DETER}.IINATION
OF RIGHTFUL CI,AIUANT AND ESTABLISHMENT

OF FACIAMATION BOND

The following Mernorandum is provided to the Board of Oi1,

Gas and l,lining (lrBoardtt), hrhereby petitioner has requested

agency action to deterrnine the rightful claimant of a

previously forfeited reclamation bond for the Silver Reef mine

in the amount of $55121-0, pursuant to 4O-8-L4 (G), Utah Code

Annotated; and further, to use such previousty forfeited.
reclamation bond as a reclanation bond to support the nining
operations and reclamation plan previously proposed by the

Petitioner for the SiLver Reef Mine.

PETITIONER'S POSITTON

It is the Petitioner,s positi.on that Petitioner is



entitled to the funds forfeited, pursuant to the reclamation

bond established by Kerley lrlining Chemicals, fnc., and that
said rnonies should be posted as a reclamation bond directly
from the Peti-tioner, 5 M, Incorporated, to insure the

reclamation of the Silver Reef mine, based upon the following
arg"urnents.

PETITIONER'S ASSERTIONS

]-. PETITIONER, 5 M, INCORPORATED, IS THE I'iTGHTFT'L

CLAII4ANTN TO THE FORFEITED BOND. PURSUANT TO 40-8-].4 (6) UTAH

CODE, AS A.I'{ENDED.

2. PETITIONER, 5 M, INCORPORATED, HAS FILED AN

APPROPRIATE RECI,AMATION PI,AN. TO BE CONDUCTED AT THE EXPENSE

OF 5 I,L INCORPORATED WHICH WILL RECL,AII'{ THE LAND l,tINED AS

REOUIRED. PURSUANT TO 40.8-14 (5).

3. PETITIONER, 5 M. INCORPORATED, IS THE SUCCESSOR

OPERATOR, PURSUANT TO 40-8.].9, UTAH CODE, AS AMENDED; AND

THEREFORE. THE RECLAMATION BOND SHOULD BE TRANSFERRED TO

SECURE THE RECLAMATION OF THE I,AND BY THE SUCCESSOR OPERATOR.

4. DETERMTNING THAT PETITIONER IS THE 'IRIGHTFUL

CI,AIMANTN, AND RE-ESTABLISHING THE RECI.,,AMATION BOND FOR THE

SILVER REEF MINE FULFILLS THE LEGISI,ATTVE PURPOSE OF THE MTNED

LAND RECI,AMATION ACT FOR THE STATE OF UTAH WITHOUT TNCREASING

BURDENS UPON THE STATE OF UTAH NATURAL RESOURCES, DTVISTON OF

OIL, GAS AND MINING.

STATEMENT OF FACTS

On or about the 23rd day of August, L984, 5 M,



t

fncorporated, and Kerley Mining Chemicals, Inc. entered into a

trMining Lease and Option to Purchase.rr Said Mining Lease and

Option to Purchase is attached hereto as Exhibit rrArr, and by

this reference rnade a part hereof. Pursuant to said Mining

Lease and Option to Purchase, Kerley Mining Chemicals, Inc.

became liable and responsible for all reclamation requirements

pursuant to the Utah Mine Land Reclamation Act, Utah Code

Annotated Section 41-8-l- to 23, (see paragraph L3 at page 37

and 38 of Exhibit rrArr. ) As part of this responsibility,
Kerley Mining Chenicals, Inc. posted a 955,210 cash

Reclamation Bond with the Division of Oil , Gas and l{ining.
Pursuant to said agreement, (Paragraph 13 at page 37 and

38 of Exhibit "A"), in the event the Mining Lease and Option

to Purchase was terninated prior to February 1_, L985, 5 Ir[,

Incorporated was required to provide a substitute bond, and

deliver the $55r210 reclamation bond to Kerley Mining

Chemicals, Inc.

Pursuant to Paragraphs 3 and 4 of paragraph 6 (f) (3-4),

of Exhibit t'Arr, the Petitioner would be responsible and tiable
for all reclamation obligations after the terrnination of the

Mining Lease and Option to purchase.

Thereafter, on or about the 27th day of February, 1985,

an Agreement and First Amendrnent of Contract was entered into
specifically providing for a loan arrangement of 975,000 which

facilitated the cash paynents by Kerley Mining Chemicals, Inc.
to the Petitioner. The Agreement and First Amendment of



Contract dated on or about the 27th day of February, L995, is
attached hereto as Exhibit rBtr, and by this reference made a

part hereof. It was the express understanding of the parties

that Kerley Mining Chenicals, fnc. would pay the g75,OOO loan

obligation to Zion National Bank as a part of the palaaents

towards the obligations of the agreements contained in Exhibit
trAtr and Exhibit trBtr.

Further, pursuant to that agreement, the parties
discussed the reclarnation bond vis-a-vis the terrnination of
Kerley Mining Chenicals, interest in the nining property in
guestion. It is the clear intent of paragraph 4 at page 3 of
Exhibit rrBtr to provide an ongoing reclamation bond upon the
site, and provi.de a means whereby 5 M, fncorporated could

repay Kerley Mining Chenicals, Incorporated should the lease

be terrninated.

On or about the LLth day of June, L985, an rrAgreement and

Second Anendnentfl to the Contract was entered into by and

between Kerley Mininq Chemicals, Incorporated, and 5 lit,

fncorporated, a copy of which is attached as Exhibit ilCil, and

by this reference made a part hereof. The reclamation bond

was again discussed in Paragraph 5 at Page 6 of Exhibit |tcrr.

lhe clear intent of that paragraph was again to provide a
means whereby the reclamation bond would stay with the
property, and inure to the benefit of the Owner (5 l.!,

Incorporated) in the event of the termination of the 1ease.

The only provision was that under specific circumstances, the



Oltner, 5 lil, Incorporated, would reimburse Kerley Mining

Ctremicals, Incorporated for the monies placed as a reclamation

bond.

On or about the 3l,st day of Auqust, L995, an rtExtension

Agreementrr was entered into by and between 5 lt, Incorporated

and Kerley Mining Chemicals, Inc., a copy of which is attached

as Exhibit rrDrr, and by this reference nade a part hereof.

There is no reference to the reclarnation bond on the Extension

Agreernent, but said Exhibit rDr prirnarily provides for an

extension of tirne in which Kerley l,[ining Chemicals, Inc. could

pay the obligations incurred; specifically the 975,000 loan

obligation.

On or about the Lst day of Novenber, 1985, the Mining

Lease and Option to Purchase, together with all arnendments,

attached as Exhibits rrArt through rrDrr, were terminated, and

Kerley Mining Chemicals, Inc. had no further rights in and to
the nining property, with the exception of the possible right
to reinbursement for the use of the reclanation bond.

Thereafter, and as late as June 1,Z, L996, Kerley Mining

Chenicals, Inc., by and through Kerley Industries, was still
communicating with the Division of Natural Resources. A copy

of such communication, dated June 1.2, L986, is attached hereto

as Exhibit rrErr, and by this reference made a part hereof.

Such communication and dealings by and between the Division of
Natural Resources and Kerley t'tining Chenicals, Inc. made it
extremely difficult for 5 M, Incorporated to function with



regard to the specific Silver Reef Mine. A copy of the

responsive letter dated June 27 , ),986, frorn ttre attorney for 5

M, Incorporated at that tine is attached as Exhibit rrFtr, and

by this reference made a part hereof.

On or before the Lst day of January, 1988, the

reclamation bond, pursuant to appropriate notice, was

forfeited by action of the Division.
On or about the 25th day of March, l-989, petitioner

proposed a reclamation plan for the Silver Reef Mine, a copy

of which is attached hereto as Exhibit rrcil, and by this
reference made a part hereof.

Petitioner has proceeded to irnplernent the reclamation

plan as is evidenced by a letter frorn the Division of April 7,

1988, a copy of which is attached hereto as Exhibit rrHrr, and

by this reference made a part hereof.

SUMMARY OF STATEI'{8NT OF FACTS

The Petitioner (5 M, Incorporated) is the owner of
patented and unpatented rnining claims known as the Silver Reef

Mine. In l-984, the Petitioner entered into an agreement with
Kerley Mining Chemicals, Inc. to nine the Silver Reef ruine.

Part of that agreement included the posting of a reclamation

bond in the sum of 955,210 by Kerley Mining Chenicals, Inc.
Petitioner and Kerl-ey Mining Chemicals, fnc. agreed that, in
the event the lease was terminated, the petitioner would be

totally responsible for the reclanation of the land, and in
the event the lease was terminated prior to October 25, 1995,



the Pet,itioner would need to reirnburse Kerley Mining

Chemicals, Inc. The mining lease was not terninated before

october 25, L985. Petitioner was not required to reinburse

Kerley Mining Chenicals, Inc. for the reclarnation bond. It
is the clear intent of Petitioner and Kerley l{ining Chemicals,

Inc. that the reclamation bond stay with the land in order to

comply with 4O-8-14.

ARGI'I,fENT

1. PETITTONER, 5 M, INCORPORATED, IS THE IIRIGHTFU],

CLAIMANTI' TO THE FORFEITED BOND, PURSUANT TO 40-8-14 (6I . UTAH

CODE, AS AMENDED.

Section 40-8-14 (6), Utah Code, as amended, states in

part, rrThe forfeited surety shall be used onlv for the

reclamation of the land to which it relates and any residual

amount returned to the riqhtful clainant.'r (Ernphasis added)

There is no question that the reclarnation bond has been

forfeited by Kerley Mining Chemicals, Inc. The only guestion

rernains is who is the rightful claimant to the bond. There

are two possible claimants; one is Kerley Mining Chemicals,

Inc., and the other is 5 M, Incorporated, the Petitioner.

After careful review of the Statement of Facts, as contained

above with regard to the agreements attached hereto as

Exhibits trAtr through |tDrr, the following is clear:

1. That Kerley Mining Chemicals, Inc. posted the

reclamation bond of $55,2L0 for the purpose of facilitating

mining operations of the Silver Reef nine.



2. That, pursuant to successive agreements, amendrnents

to agreements, and extensions, it vas the clear intent and

understanding of the parties that the reclanation bond would

stay with, and inure to the benefit of the land in question.

This is supported by the fact that the only responsibility of

the Petitioner, once that Petitioner had assumed total and

complete responsibility for the reclarnation of the land, as

required by the agreements, rras to reinburse Kerley uining

Chernicals, Inc. for the amount of the bond; provided that the

rnining lease was terminated before october 25, L985. The

Lease was not tenninated before October 25, L985, therefore,

when the Petitioner assumed alJ- responsibility for
reclamation, and all liability for reclamation. Petitioner

al-so assurned the benefits of the reclamation bond, and

Petitioner had no further obligation to reirnburse Kerley

Mining Chernicals, Inc.

3. Due to default on the terns and conditions of the

contracts as Exhibits rrArt through rrDrr, Kerley Mining

Chenicals, Inc. has no further interest in the Silver Reef

mine, and therefore, the only ttrightful claimanttt is the

Petitioner.

one of the primary functions of the Division of oil , Gas

and Mining is to ensure that the l,lined Land Reclanation Act is
enforced to protect the lands of the State of Utah. In order

to fulfill this purpose, the Legislature enacted Section 40-8-

l-4 of said Act to provide for sureties and bonds to ensure



appropriate reclamation. Forfeiture of these bonds is not

meant to penalize companies or individuals, but to provide

money whereby the Division can itself complete reclamation of
a site.

In this particular situation, we have the following two

options. The State of Utah Natural Resources Division of OiI,
Gas and Mining can take the $55,210 and perforro a compJ-ete

reclamation on the project, and then deliver any reroaining

monies, if any, to the rightful claimant (the Petitioner); or

the Division may require the Petitioner to perform the

appropriate reclarnation, along with its nining activities, and

pursuant to the reclamation plan attached hereto as Exhibit
rG||.

Since the Petitioner is the interested party, in that it
is the owner of both patented and unpatented clains, and since

a reclamation plan has not only been proposed, but it has been

at least partially j-mplernented, it seens to be folly to have

the Division be required to obtain a separate contractor for
reclarnation. It appears as though the detivery of the g55,2L0

in the forn of a continuing reclamation bond for the benefit
of the Petitioner fulfills the purpose of 4O-8-l-4 (5), in that
it will ensure the reclanation of the project, and it will
facilitate the appropriate and environmentally sound nining of
the project, thereby cornplying with the intention of the State

of Utah Mined Land Reclamation Act (See 40-8-2 (1) and 40-8-2

(2) ) .



It seems more efficient to allow the rnoney to be used as

a reclamation bond to ensure reclamation than for the Division
to take the rnoney and reclain the project and deliver the

balance to Petitioner.
REOUIREI,IENTS OF I.{INED LAND RECLAMATION ACT FULFILLED

PETITIONER, 5 U, TNCORPORATED, HAS FILED AN APPROPRIATE

RECIJ\MATION PI,AN, TO BE CONDUCTED AT THE EXPENSE OF 5 I.{,

TNCORPORATED WHTCH WILL RECI,ATI{ THE LAND MINED AS REOUTRED,

PURSUANT TO 40-8-14 (6).

Petitioner,s reclamation plan will fulfilI all of the

requirements of the State of Utah Mined Land Reclanation Act,

and Petitioner has already begun the actual work of
reclamation.

APPROPRIATE SUCCESSOR

PETTTIONER, 5 M, INCORPORATED, IS THE SUCCESSOR OPERATOR,

PURSUANT TO 40-8.].9, UTAH CODE, AS AMENDED; AND THEREFoRE, THE

RECLAMATTON BOND SHOUT,D BE TRANSFERRED TO SECIJRE THE

RECLAMATION OF THE I,AND BY THE SUCCESSOR OPERATOR.

After a careful review of the agreenents attached as

Exhibits rrAtr through ItDrr, with specific attention to the

duties and responsibilities retained by the petitioner, with
regard to reclarnation, Petitioner is clearly the successor

operator within the definition of the Statute. Section 4O-8-

19 of the Utah Code, as amended, states in part:
trupon the satisfactory assumption of such
responsibilities by the successor operator, under the
conditions approved by the Division, the approved notice

l_0



of intention shall be transferred to the successor
operator. rl

Petitioner respectfully subnj-ts that there is no question

that the Petitioner has satisfactorily assuned all the

responsibilities of the prior operator as the successor

operator, and that the notice of intention has been

effectively transferred to Petitioner.
In view of the fact that the Petitioner is the

appropriate successor operator, and even though the bond has

been forfeited, it appears to be appropriate to re-establish
the bond which was in pJ-ace to facilitate the nining and

reclamation of the land based on the original notice of
intention, as established by the Division.

FI,'LFILLING THE PI'RPOSE OF THE MINED LAND
RECI.AMATION ACT WITHOUT INCREASING BIIRDEN

DETERMINING IHAT PETITTONER'S THE I'RIGHTI'UL CLAI},IANTI"

AND RE-ESTABLISHING THE RECLAMATION BOND FOR THE SILVER REEF

MINE FULFILLS THE LEGISINTIVE PURPOSE OF THE MTNED I,AND

RECI,AMATION ACT FOR THE STATE OF UTAH WITHOUT INCREASING

BURDENS UPON THE DIVISION OT'OIL, GAS AND MINING.

The l,[ined Land Reclamation Act was passed and implemented

by the Legislature of the State of Utah to allow for and

encourag'e nining within the State of Utah, while at the same

tine r'...ninirnize (ing) undesirable affects on the

surroundings.r! 40-8-2 (2) .

In this situation we have an owner which has proposed a

reclamation plan which is acceptable to the Division of oi1,

t_1



Gas and Uining. The Petitioner has, already begun the

reclarnation process. See Exhibit rGtr. In fulfillj-ng the

overall purpose of the act it seems prudent to encourage

cornpliance with the Act by and through private entities. The

forfeiture provisions of the Act, require the Division to
perform the reclarnation work itself. This is the work the

Petitioner has agreed to do. The only question is what will_

happen to the $551210. Once the petitioner completes the

reclamation as required, then the Division must return the

excess funds to the Petitioner as the rightful clairnant.

Those excess funds, if the work is coropleted by the petitioner

would equal $55,21.0 as the amount of the bond. It seems to be

prudent, therefore, to sinply avoid the problems,

difficulties, and the headaches of the Division by re-
establishing the bond in the name of the rightful claj-mant so

that appropriate operations can be conducted.

ST]MMARY

The Petitioner has a strong desire to conply with all
requirenents of the Division of oil, Gas and Mining. The

Petitioner, further, has the desire to effectively mine and

recLairn the Silver Reef mine area. The Petitioner is the

successor in interest to alL rights previously held by Kerley

Mining Chernicals, fnc.

It is, therefore, respectfully subrnitted that, as the

rightful claimant, and in an effort to fulfill the purposes of
the Mined Land Reclarnation Act, of the State of Utah, that the

L2



bond previously forfeited be delivered to the Petitioner, and

established by the Petitioner as an appropriate reclarnation

bond on the land it was originally intended to benefit.
Respectfulty subrnitted rhis /*u^, ", /il, t 'r1-

l_988.
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EXITTBIT "A"



EX;IIBIT "A'' TO PR,ELI;,III{ARY OPTIOi{ AGREEi.IEI{T

IIINING LEASE

AND

OPTION TO PURCHASE

between

5M, INCORPORATED

and
fu/c4LS

KERLEY MINING l4ftlERtEi3, INC.

Re: Silver Reef Mine,

Washington County, Utah

Date: Auqust - 1984
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I'IINING LEASE AND OPTION TO PURCHASE

This Mining Lease and Option to Purchase Agreenent,

hereinafter referred to as "Minj.ng Lease", is made and entered

into ef fective as of tne )3 
t'd day of l4 u,:i u st ,

v
L984, by and between 5M, INCORPORATED, a Utah Corporation,

hereinafter referred to as the "owner" which has an office and

place of business at P.O. Box 752, Hurricane, Utah 84737, and

KERLEY MINING CHEMICALS, INC., an Arizona cofporation.

hereinafter referred to as the "Company" which has an office

and place of business at Santo Tonas Rt. Box 73, Sahuarita,

Arizona 85629.

Rec i. tals

A. fhe Owner owns certain patented and unpatented

nining clains and sone deeded mineral rights situated in

l{ashington County, State of Utah, nore particularly described

in Exhibit "A", attached hereto and by this reference

incorporated herein (the "Property"), and Exhibit .,8'., attached

hereto and by this reference incorporated herein (the "Map").

B. The Owner desires to lease the Property to the

Company, and the Cornpany desires to lease the Property fron the

owner, together wi.th the right to prospect on, explore for and



nrine all minerals in and upon the Property, subject to the

restrictions hereinafter set forth.

Agreenent

Now, therefore, for good and valuable consideration,

the receipt and sufficiency of which are hereby aduritted and

acknowledged, the parties agree as follows:

Lease:

(a) The Owner hereby leases to the Conpany, the

exclusive right and privilege, subject to exceptions

hereinafter stated, during the term of this Mining Lease to

prospect for, explore for, develop, mine (by open pit, striP,

underground, solution rnining or any other nethod, including any

nethod hereafter developed), extract, nilL, store, remove and

market therefrom all ores, minerals and naterials of whatsoever

nature or sort (herein designated as "Leased Substances" ) ,

excepting Oil and Gas, and to use and consune so much of the

surface and subsurface thereof as may be necessary, useful or

convenient for the fu1l enjoynent of all of the rights herein

granted. Company is trereby further granted the exclusive right

to construct and use structures, f acil j-t j.es, equipment

roadways, railroads and haulageways, and aI1 other

appurtenances (herein called "Production Facilities" ) installed

on the Leased Premises for the purpose of exploring for

1.
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developing and nining, producing, rernoving, treating or

transporti.ng netals, ores, minerals or materials fron the

Leased Premises or frorn adjoining or nearby ProPerty owned or

controlled by Conpany, and the right to mine and renove Leased

Substances from the Leased Prernises by means of shafts,

openings or pits which nay be made in or uPon adjoining or

nearby property.

b) ftre owner further gives the Cornpany the

right and pri-vilege, subject to the restrictions in (c) below,

to do ttrose things reasonably necessary to accornplish the

purposes and rights set forth in this t'lining Lease, including,

but not linited to, the right and privi.lege to enter uPon the

Property for purposes of surveying, expJ-oring for, prospecting

for, sarnpling or mining minerals; to construct' use, naintain,

repair, replace and relocate buildings, roads' waste dumps,

ditches, pipelines, Power and communj.cation 1ines, structures,

processj.ng facilities, utilities and other improvements and

facilities reasonably required by the Company for the full

enjoyment of the Property for the PurPoses set forth in this

Mini-ng Leaser to use so rnuch of the Property and the surface

and subsurface thereof as may be reasonably necessary

convenient or suitable for the storage and/or disposal of

wastes, residues, or other by products of exploration or

development operations; to use so much of the surface and
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subsurface of the property as may be reasonably necessary

convenient, suj.table for or incidental to any of the rights and

privileges of the Company trereunder or otherwise reasonably

necessary to effect the purpose of this Mining Lease; to use

the easements and aIl ri.ghts-of-way for ingress and egress Lo

and frorn the Property to which the Owner nay be entitled; to

use without cost, except for annual assessments to Leeds Water

Cornpany, any surface and underground water belonging to the

owner thereto now existing or subsequently discovered or

developed in or on the property to which rights or use nay be

obtained or perfected; to nine, remove, and process ninerals

and ores containing subject minerals from the Property.

Conpany shall have the right, at any tirne during the tern
hereof, to stockpile any uraterial mined or produced from the

Leased Prenises at such place or places as Company nay elect'

either upon the Leased Prenises at such place or places as

Cornpany may elect, either upon the Leased Premises or upon any

other lands owned or controlled by Cornpany. I?re royalty rights

of Owner in and to any such material stockpiled on other lands

shalI not be divested by the renoval thereof from the Leased

Prernises, but shall be the same in alt respects as though such

materi.als had been stockpiled on the Leased Premises. If such

other lands are norr, owned by a third party, Courpany shall nake

; good faith attenpt to obtain from the owners thereof a
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properly executed instrument under which the owners of the

other lands agree to recognize the interest of Owner i.n

materials stockpiled on such other lands. Conpany shall have

the further right, at any tirne during the tern hereof, to

stockpi. le on the Leased Prenises any ore or rnaterial mined or
produced fron property other ttran the leased premises. Owner

agrees t'o recognize the rights and interests of others in suctr

ores and naterials stockpiled on the Leased Premises and to
pernit the removal thereof by Conpany at any tiroe during the

term of this Lease, or by the owners thereof for a reasonable

time after ternination of this Lease, all without liability or

expense to Or^rner. A1l stockpiles on the Leased Premises shall
be placed so as not to interfere with nining operations on the

Leased Premises. waste, overburden, surface stripping and

other materials from the Leased Prenises may be deposited off

the Leased Premises and may be deposited on the Leased Premises

only if the sarne will not interfere with mining operations on

the Leased Pr ern i ses.

(c) Ditches and pipeJ.ines may be rerouted only

in a manner that will not interfere with lower irriqation water

users in the Connally Fields and other areas nearby or adjacent

to the property. Furthermore, substations, water wells,

buildings, leach pads, stri.pping circuit, powerlines, poles and

aIl other equipment cannot be removed or damaged wi.thout
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owner's permission within the first two years of this lease or

earlier in the event Conpany commences actual on-site

construction of a ninimum 1000 ton per day ore Processing

facility, excepting equi.pnent purchased Pursuant to Section 5

herein. Such permission sha1l not be unreasonably withheld.

The rights herein granted includ'e the right of

the Company to conduct commercial urining operations on the

Property, but only upon tinely payurent to the Owner of amounts

due under thi s Aqreenent.

O"n"t retains and reserves the right to exPlore,

develop and produce oil and gas deposits, if any, on the

Property. It i.s expressly agreed, trowever, that the oil and

gas rights reserved by Owner shall be subordinated to the

rights granted to Cornpany herein. owner agrees that i.n the

event of exploitation of its oil and gas rights it will avoid

and refrain fron unreasonable interference with ConPany's use

of the properties leased or conveyed under the terms of this

agreenent.

Term:

This Mi-ning Lease shal1 conmence on the date

hereof and the primary term shall continue for 20 years. fhe

Mining Lease shall terminate before such date if Cortpany elects

to terrninate this lease, or if the Company defaults hereunder,

and the Owner declares a default hereunder, and the Company
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does not cure t-hat default as provided herein. The Conpany

shall have the right to extensions of the lease uPon conclusion

of the initial 20 years as hereinafter set forth.

Upon expiration of the ini.ti.al lease tern the

Company shall be enti.tled to two (2) extensions, each for a

perioC of ten ]/ears and subject to the same terns set forth

herein governing the initial lease period. with the exception

that for each of the ten (10) year lease extension periods the

ninimum annual payment for that period sha1l be an amount equal

to the dollar value of S500,000.00 per year in the year 1984.

ffr e lease may continue on a year to year basis thereafter,

however, subject Co the agreenent and negotiation at thac

tine. In any event, the Conrpany shal1 have a first right of

refusal as to any lease or sale arrangenent whj.ch nay be

of fered to Owner for di.spositi.on or operation of the property

for nj-ning purposes only by third parties wichin a peri.od of

five (5) years following expiration of the second ten year

extension, as long as no terninati.on of the lease has occurred.

Production RovaLty Payrnents :

(a) fhe Owner reserves a perpetual,

nonparticipating and non cost-bearing royalty (hereinafter the

"Production Roya1ty" ), subject to exercise of the option to

purchase as set forth in Section 14 trerein, on aI1 subject

minerals produced fron the property. AII costs of any kind

3.
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such as: exploring for, mining, producing and processj.ng

subject rnj.nerals are to be borne solely by the Conpany. ftte

Owner's Production Royalty shall be a part of all subject

rninerals produced by the Conpany by any nethod of nining and

extraction fron the ground or ores, including leachingr and

insitu nining, and it shal1 be a part of all ores, metal-s,

concentrates, precipitates, cements, electro-winnings,
yellowcake, bullion, dorebar or other netal and rnetal bearing

products containing subject minerals that are mined, renoved,

processed, stockpiled, or disposed of fron the Property. Owner

shall have the right to select the product being produced by

Coropany for purposes of taking in kind.
(b) fhe Production Royalty shall be equal to

three per cent (3t) of the subject minerals produced from the

Property during the period of first fj.ve (5) years of

production, provi.ding that the first five years of production

is wi.thin the first seven (7) years of the lease term; six per

cent (6E) for the next five (5) years of the lease term and ten

per cent (10t) thereafter for the duration of the lease term

and throughout all extens j-ons. No deductions or charges are to

be rnade against the owner for explorat j-on, dril1ing, miningr ,

milling, freighting, processing, smelting, refining, selling,

or any other costs or activities of the Company. Llowever, at

such ti-me as Owner becomes entitled under the terms of the
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lease to a production royalty of six per cent (6t) or more as

set forth in this Section, and in the event the ore processing

and/or Product refining is being conducted by third parties,

Company may deduct standard freigirt and processing charges of

such third parties.
(c) Production royalty will be paid to owner

nonthly in cash for Owner's share of the production of the

subject mineral . Owner nay, however, receive payment in kind

by notifying Conpany in writing within ten (10) days prior to

the commencetnent of each annual calendar quarter ( three nonth

period) ttrat it will require paynent in kind, rather than in

cash. In such event, nonthly in kind payrnents shall be due

withi.n ten (10) days of the last day of the month of each nonth

in the annual calendar quarter. Payment in cash shall be due

within twenty (20) days following the last day of each uronth.

In the event Conpany fails to deliver a Payment

in kind to Owner as a result of unintentional oversight on the

part of Company personnel in cornmunicating to personnel at the

rnine site Owner's request to take producti.on in kind, Company

may pay the production royalty due in cash or, upon written

authorization of Owner, make up the in kind paynent by adding

it to the royalty payment due in the following month.

(d) The Owner shal1, at its own expense, have

the right to inspect and copy, at Owner's expense, and the
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Company shalt make available upon reasonable notice, all

records, data, computations, certificates, accountings ' or

ottrer documents or information necessary for the owner to

verify that its Production Royalty has been properly calculated

and delivered. Owner may also employ, on the property, its own

employee to verify conpliance with this Agreenent. Tttis

employee shalI have reasonable access to production and nining

operation areas, however, he sha11 not interfere with or

obstruct any Conpany activity. He shall be authorized to

reasonably measure ore, wei.gh other products and take and

analyze reasonable samples thereof in accordance with sound

rni.ning and netallurgical practice, and engage in aII such

inspection and activities as are necessary to Protect Owner's

interests. Any such inspecti.on by Owner sha1I be at the sole

risk of Owner, and Owner shal1 hotd Cornpany harnless for any

injury, lncluding death to employees or agents of owner, unless

such injury or death was the result of gross negllgence or

willful acts bv Companv.

(e) In the event it becones necessary to value

production royalty received by Owner in kind for the purpose of

credit agai.nst mi.ninun lease payments to Owner or for any other

reason, then the average rnonthly price as quoted by Meta1s Week

publications for all payable minerafs contaj,ned in such in kind

payments, shall be utilized along with the assay and tlte weight
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of the rnaterials taken by Owner in kind together with results

of unpi.ring of samples, if requested by either party as

hereinafter set forth, to establish the value of such in kind

royal-ty payment.

( f ) Unpiring of Sanples.

(I). rn the event it is necessary hereunder

to establish value of the products nined by sanpling (i.e.,

crediting in kind royalties to nininum lease payraents), the

parties shall rnutually agree to a sampling procedure and then

develop the samples into three equal splits with ownet having

one split mutually sent to Union Assay Office Inc.r Salt Lake

City, Utah, as an i.ndependent Unpj.re to hold and assay in the

event the parti.es do not agree as to the result of their own

assavs.

(2). If all individually contained elenent

assays prepared by the parties are within 5t of each other, the

two assays shall be averaged and such average sha1l be final as

between the parties as to the assay of the sample in question.

(3). If such assays are not within 5t as to

all individual contained elements, then ej.ther party nay

request that the designated Urnpire assay the split held by it.

fhe assay of the party that deviates the least from the

Umpire's assay sha11 then be averaged with the Umpire's assay

to determine the assay values of the sanple to b,-. used by the
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parties in determining the accepted assay of the sample

questi.on. fhe party whose assay deviates the nost front

Uurpire's assay sha11 pay all costs of the Unpire.

(4). In the event disputes shall arise

between third party processor and the Company, no costs of such

di,spute shal1 be born by the Owner.

4. Dlinimun Lease Payments:

(a) Upon executicn of this Mining Lease, and

annually thereafter, the Conpany is required to make certain

min:.rnum payments to the Owner. A11 paynents to the Owner are

non-refundable as of the date such payrnent is made and effected.
(b) The minirnum lease payment schedule for the

primary tern of this Mining Lease is as follows:

Year Amount of Payment

the

Date of Payment

Upon exercise of
prelininary option

February lst

May 15

May 15

May 15

May 15

May 15

1984

10aq

r985

1986

1987

l. yajt'

1989

S loo, ooo

$ t5o, ooo

S 5oo, ooo

$ 600,000

s 600,000

s 550, oo0

s 500,000

and 5500,000 upon each Anniversary date thereafter
through the year 2003 for a total payment of
s10,000,000.00.
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A11 Mininum Lease Payments sha1l be credited
toward the Production Royalty to be paid tly Courpany to Or"rner.

Mininun Lease Payments shall be considered delinquent if not

paid on or before their due date. In such event, delinquent
payments shall bear i-nterest at a rate of two per cent (22)

a6ove New York Citicorp Bank pri.me.

(c) Ttre mininum lease paynents recited in
paragraph (b) above uray be partially deferred after three (3)

years from the date hereof if Company has continued nining and

processing operations on the leased property which are

unprofitable for a period of six (6) consecutive calendar

months. Such right to partially defer shall extend to a

rnaximum period of five (5 ) years following the six nonth

unprofitable period of operation, and such mininun annual

paynents may be reduced during the deferrnent period to ninimun

annual lease paynents as follows:
lst full year of deferment

2nd fuII year of deferrnent

3rd full year of deferrnent

4th ful1 year of defernent

5th full- year of deferment

Sroo, ooo

$t50, ooo

s200, 000

S25o, ooo

s250,000

Such deferred minimum annual lease paynents shalt be prorated

over the Iease year according to the actual percentage of the

Iease year that such deferment i.s a'>plicable. For example, if
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Company fails to operate profitably for a period of six

consecutive months during a lease year for which the mininum

lease paynent i.n advance was b500,000, and after such Period

there are 45 days remaining in the lease year, then there shall

be a deferment credi.t to Conpany of b49,31 5.07, calculated as

f ol-lows:

days rernaining in lease year
x

days per year

= 45 X ($500,000
50 5

Ioriginal mininun
t-
[1ease payment

- S:.00, ooo ) =

deferred rate

mininum lease Pynt.

S+9, srs. oz

Such amount may be credited against the next

mini.nrun lease paynent due Owner, without interest' uPon

commencenent of profitable operations on the leased property by

owner, but such repaynent shall be nade in equal installments

on the dates mininun lease payments are due over the next

period of profitable operations rvhich period is equal to the

period of deferred ninj.mun lease paynents. Thus, if the

deferred period resulted in three nj.ninun lease Payments being

deferred, then Company shal1 repay Owner in three equal

i.nstallments in addition to the three normal ninimum lease

payments due after the deferred period. Such deferred payments

do not have to be repaid to Owner after termination of this

lease j.f owner terminates this lease for any reason.
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(d) As used in paragraph (c) above, unprofitable

nining and processing operations sha1l mean negative cash flow

for operations conducted upon the leased proPerty, specifically

including rnining,g milling and processing, and for an related

operations conducted off of the leased property but for the

benefit of naterials nined fron leased property without

accounting for non cash itens such as depreciation and

depletion, and without accounting for overhead itens for

related operations or managenent located or associated with

facilities or offices other than operations on t.he leased

property, and without accounting for interest of any loans of

the Company of any nature, but with accounting for all payments

made to owner hereunder. Such accounting shall be cash basi.s

accounting as reasonably utilized by the mi.ning industry and

acceptable to the Internal Revenue Service and shall be

consistently applied. The deferment Provisi.ons of paragraph

(c) above may not be invoked by Cornpany unless Courpany has not

maintained a mining operation of a mininun of 2L,667 tons per

month for a period of six (6) consecutive nonths' or if it

conducts mining and processing operations in an imprudent

manner according to standards, practices and principles

reasonably utilized by the mining industry.

-15 -



Purchase of Equipment:

Conpany agrees to purchase certain eguipnent fron

Owner for the sun of $102,000.00 upon the following terrns and

conditions:

($30,600.00) shall be paid on Novenber 1, 1984
with the renaining principal balance of Seventy
One fhousand Four Hundred Dollars (S71,4O0.00)
and interest on the unpaid principal at the rate
of nine percent (9t) per annum payable in thirty
six (:e1 

"no"t nonthly principal installnents due
on the first day of each month beginning with
December I, 1985.

fhe equipnent purchased by Conpany pursuant to the

foregoing terms is described as follows:
b25

-One 600 I(\/A Di.esel Generator located on
premises . !1,-37,.r, !:- , :. t! zi li it i-ilt l.- it3/.5

/ttis ltbc p!.v.!c 3 . 4p;u )ac
-One stainless steel EIMCO belt extractor
at mine Site. 2.b/) e.r'i,.:t;0. 'i,'( 5! t"c to*ii5'C /

the nine
$so, ooo. oo

and filter,
s3o, oo0. oo

-One Worthington Electric Horizontal Air Corupressor
(900 Cl'M,. 35 PSI , 100 HP), at nine site. $10,000.00Vu /?az5?
-Three Substation Transformers at urine site
(2,000 kw) . 3 - 66? ft/rf , /?/slotey, %, Zaa $t2,0-00.00
Prtnsvf ttLS:!fi 1:o y gico-J+.n u/f;psrhvuf 6ef eut.

TOTAL.

Any and all encunbrances upon said equipment shall be

released within thirty (30) days of tire date of execut j.on of

this agreement. Copi.es of all releases shall be provided by

are not released.In the event encunbrancesOwner to Cornpany.
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Company shall have the right of offset on amounts due under the

terms of the Purchase of Equipnent terms of this agreernent.

Upon final paynrent of al I principal and interest due,

Owner shall deliver to Company a Bill of SaIe' a copy of whj.ch

is attached hereto as Exhibit C.

6. Termination of Lease:

(a) fhe owner sha11 have the right to termj.nate

this Mining Lease if the Courpany is in default of any of its

obligations hereunder and does not cure such default after

notice of the default by the Owner. If the Company has failed

to make any annual payrnent required by Secti.on 4, or any

Production Royalties due owner, it shall have only twenty (20)

days after receipt of written notice of default fron the Owner

to rnake such payments.

(b) If the Owner alleges any other default, or

if it disputes the calculation of Production Royalty paynents,

the Company shall have thirty (30) days after it receives

written notice of the alleqed default to cure such default or

commence to correct such Cefault with diligence if such default

cannot be curd within thirty (30) days. fhe notice of default

shall i.dentify the nature of the default with particularity and

inforn the Companv what the Owner considers to be sufficient to

cure the default. If the Companv fails to cure a default

wj.thin the twenty (20) or thirty (30) day periods, set forth
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above, the Owner nay terminate this Mi.ning Lease upon written
notice of terroination to the Conpany.

(c) If the Cornpany disputes the existence of a

default or the Owner's method to cure it, within thirty (30)

days after it receives the above notice of the alleged default
it may file suit in The Federal District Court for the State of
Utah, or in the Ttrird District Court, State of Utah, in the

event the Federal Court does not have jurisdiction to resolve

the dispute. If the Court deternines the Conpany did not act

in bad faith, and that it had a reasonable basis upon which to
believe it was not in default or the Owner's nethod of curing

it was unreasonable, the owner nay not terminate this Mining

Lease if the Conpany prornptly and in good faith connences to
correct the defauLt and diligently continues to do so.

(d) ffre Cornpany shalt have the right to
termi.nate this Mining Least at any tine upon thirty (30) d.ay's

written notice, but, if such notice is given within ninety (90)

days before the end of the federal assessrnent work year, the

Company sha1l be obligated to perform all required assessment

work and recordings in the narne of the Owner (and the Conpany,

if necessary) on the property for that assessment work year. 
_

Upon such terrni.nation, by either party, the Courpany agrees to
make available for inspection and copying at the Owner's

exP€nse, all factual information concerninq the Property that
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has not previously been furnished to the Owner, including
physi.cal delivery of a1l cores, samples and/or analysis. Such

ternination shall- not affect or release any previously accrued

li"abilities of the Company, and Courpany may not serve notice of

ternination without being current on aI1 payments due hereunder

to the Owner.

(e) If this Mi.ning Lease is terni.nated as

pernritted herein, the Cornpany shall surrender peaceably to the

Owner a recordable release of its rights hereunder as set forth
i.n the Escrow Instructions, Appendix I.

(f) Upon ternination of this Mining Lease, for
any reason by either party, the Conpany shal1 remove itself
within ninety (90) days following the date of terurination,

unless it has installed on-site pernanent facilities valued in
excess of Two Million Dollars (S2,000,000.00), in which event

Conpany shall have one (1) year to renove itself fron the

property. Company shal1, nevertheless, be obligated to pay on

a pro rata basis a portion of the l4inirnum Rental Paynent

covering the period of ti.rne it remai.ns on the property

following termination, except during the first two years of
this lease, following the November 1, l9g4 Minimum Lease

Payment date. Notwithstanding the obligation upon the Conpany

to remove itself in such nanner, the Company hereby grants to
the Owner the right to its personal property and all plant
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nilling and processing equipnent situated upon the Property as

of ninety-one (9I) days or one (l) year fron the date of

termination as the case nay be. Tfre scope and extent of such

right is that:
(f) fhe Cornpany shall have the obligation

to leave, and not remove, all permanent fixtures on the

Property such as tracks, tinber, chutes, ladders, ties,

plunbing, wire and wiring, piping for air or ventilation, water

developed on the property and sinilar inprovements.

(2) ff Conpany solicits a bona fide third
party offer for purchase of all plant nilling and processi.ng

equipnent and personal property, other than that described in

6(f)(1) imnediately above, then owner shal1 have a period of

thirty (30) days following tender of the third party offer to

match the sane. In the event Owner notifies Company in writing

of its intention to natch the third party offer, it shal1 have

a period of six (6) months to secure and obtain financing.

During this six (5) month period, Company shall remain upon the

property, however, it shall not be obligated to pay further

Minimum Lease Payments under this Agreement during or after the

six (6 ) nonth period described in 6( f) ( f) above. Furthermore,

the time for removal by Company shall be extended by the anount

of time allowed Owner hereunder to obtain financing.

(3) After the ninety (90) day time limit or

one year as the case may be, for the Company Co remove itself
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fron the Property, the Conrpany shall have no further right to

come upon the Property for any purpose whatsoever or to use,

operate or remove any of the equipment, excepC to conplete

reclamation as requested by Owner unless Owner agrees to assume

the obligation, nor to use any of the roads, shafts, rnines,

residue, tailings, buildi.ngs, equi.pnent, or faciliti.es upon or

in any manner associated with the Property. It is the

intention of the parties that termination shalI effect a

comPlete and final severance between them as to use of the

Property and equipment in aII respects, except perfornance of
reclamation work by the Conrpany should Owner request the

reclamation work be completed.

(4) In the event owner requests that
reclanation work not be inrnediately perforned by Conpany, it

shal-1 assume a1l reclamation obligations of the Conpany prior

to the date upon which Company actually vacates the property

following termination or within six (6) nonths following
ternination, whichever is lonqer.

(5) In the event the Cornpany shall serve

Notice of Termination whi.ch causes a due date of a Mini.nurn

Lease Paynent as set forth in 4(b) above, to fal1 within the

period allowed for removal as set forth in 6(f) above, Company

sha1l be obligated to pay, as of the due date, a portion of the

Minimum Lease Payment due prorated by the number of days from
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the due date of the Mj.ninun Lease Payment until the conpleting

date of actual removal frorn the property of al1 personal

proPerty, plant, nilling and processing equipnent other than

that which Company is required to leave on the property

pursuant to 6(f)(1) above. (A) During this period, the

Cornpany shall not conduct any nining or ore processing

activities whatsoever without the express written apnroval of
Owner.

(g) Partial Terrnination: Subject to the

provisions of paragraph (d) above, Conpany shall have Lhe rj.ght

to terninate this lease as to any one or more individual
parcels of the property leased to Conpany hereunder, but any

partial terrnination hereunder shall not reduce the ninimum

lease paynents required under provision 4 above.

7. The Conpany's Rights in and on the Property:

In addition to ri.ghts previously granted herein, the

Owner hereby grants the Conpany the right to do any or all of

the following on the Property:

(a) fhe right to commingle rock, ore, minerals,

or ottrer products produced by the Conpany from any portion of
the Property with rock, ores, minerals, or other products from

other adjoining lands or nearby properties at any stage or

stages of nining, treating, rnilling, leaching, upgrading, or

processing. Before cornningling, the Company sha11 sufficiently

-22-



crush, weigh, measure, and sanple such rock, ore, minerals, or

other products in accordance with customary nining, process j.ng

and metallurgical pract.ice, and shalI assay such sanples and

materials to deternine the nineral content thereof. lhe

Company sha1l keep accurate records of such mineral content and

shall make such records available to the Owner at all

reasonable tines. At least ten (10) days before the Coropany

commences courrningling, the Company shall advise the Owner of

specific procedures to be used to crush, weigh, sanple and

assay the ores from the various other properties. Within five
(5) days thereafter, Owner shall give its consent as to the use

of such procedures, which consent sha1l not unreasonably be

withheld. If the Owner does not consent, it shall advise the

Company in writing what additional reasonable neasures it would

require before giving j.ts consent.

(b) Owner under this agreement is to receive an

overri-ding non participating, non cost bearing Production

Royalty of two per cent (2t) of the gross production of

minerals rnined fron similar ore bodies within one and one-ha1f

(L L/2) miles from owner's property in the event Company

acquires the same. For purposes of this agreement, sinilar ore

bod j.es shall mean those structures which constitute a portion

of the continuous down dip extension of the horizontal beddings

-23-



now constituting the ore body under the clains described in
Exhibi.t A.

(c) Ttre right and obligation to perform, fiLe

and record, all annual assessment work for and in the name of
the Owner (and Conpany, if necessary) with the County, State

and Federal Ageneies as required. Assessnent work shall be

perforned prior to July lst of each year. Copies of all the

recorded affidavits of annual assessment work shall be

delivered to the Owner no later than July 31st of each year.

A11 federal filings shall be delivered, with appropri.ate

recording information thereon, to Owner on or before December

lst of each year. If copies of assessrnent affidavits are not

delivered, the owner can perforn the assessment work and file
and record a1l required documents necessary at the cost of the

Conpany. For the assessment work due Septenber l, L984, Owner

shall cooperate in providing all documentary infornation
available, and Company shall provide all engineering,

geological and rnetalLurgical data and flow sheet design

prepared in conjunction with the property and the parties shal-l

jointly file the appropriate proof of labor documents.

(d) fhe right to file in the name of Owner (and

Conpany if necessary) with the Bureau of Land l'lanagenent

pursuant to the Federal Land Policy and Management Act of L976,

documents required by such act.
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(e) Ilhe right to appty for a Unj.ted States

Mineral Patent or to prosecute existing applications for patent

to any or all of the unpatented lode nining claims that
conprise a portion of the Property, provided such action shall
be taken in the name of the Owner and only with the Owner's

consent, which consent shall not unreasonably be withheld. If
the Conpany takes any such action or applies for any such

patents, it shall pay a1I costs of such actions.

8. Representation of Title:
The Owner represents that to the best

and belief:
of its knowledge

(a) It is the sole legal and equitable owner of
the entire patented group of clains, and owns an undivided
possessory right, subject only to the paramount title in the

United States of America, in the unpatented clains, except for
those specific leases held on part of the clains and controlled
by Owner and further described in Exhibit A, and those

encumbrances and restricti.ons set out herein in this lease

agreement and the instruments of conveyance.

(b) Owner represents that the rj.ghts held by it
i,n and to the property are located in a mining district hrith a

history of over 100 years of acti.ve or semi-active nining
operation, anC that an absolute clear tit1e, vestinq in Owner,
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in and to each and every nining clain on the property may not
exi st .

(c) Since at least che year 1960 unti. l present

Owner or its predecessors in interest, have exclusively
conducted rnining and processing operations within the area

designated'by the red line indj.cated on the l4ap, Exhibit B.

owner obtai.ned title to the property by virtue of a l{arranty
Deed dated Decenber l, L977, conveying patented clairos and a

Quit Clairn Deed dated November 21 , L977, conveying unpatented

cLaims fron Tech-Syn Corporation (fornerly Western GoLd &

uraniurn). copies of warranty and euit claim Deeds are attached
hereto as Exhibits D and E, respectively, and incorporated
herein by reference. owner has neither encurnbered nor conveyed

any portion of the property since recei.pt of conveyance of
title thereof fron Tech-syrn. The Erniry Jane patented clain is
presently being leased by Owner fron a party known as as

McMurlin under the provisions of a long term perfornance 1ease,

a copy of which is attached as Exhibit F.

(d) fhe claims outside the red line on the Map

consist also of property held by Owner, however, sone mi.neral

title problens and possible challenges are known to exist,
although owner consi,ders the likelihood of such charlenges to
be very remote.
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(e) A residential structure is located on the
westerly end of the California #2 claim. This clain is
presently under application for patent, and owner reserves the
right to disclain the irrestern-most chree acres to the benef it
of the residents there if necessary.

( f) Certain restrictions are included in the

text of a nining lease entered into in 1977 between Tech-syro

Tncorporated, a unsigned copy of which is attached hereto as

Exhibit G.

(g) A lj.nited gardening and grazing lease uray

exist in the name of David Glenn and Wilrna C. Beal on the
Silverman 1, Silvernan 2 and Silvernan 3 and Chlorid.e Chief
craims. This nray restrict some surface d.isturbance on these
claims. See Ti.tle Opinion Exhibit L.

(h) Owner is presently purchasing the unpatented

mining claims Quail creek #1 through euai.r creek #14 pursuant

to a Lease and Opti.on to Purchase Agreenent dated June I0,
1973, by and between Frank Eager and Nick C. Scholzen, a copy

of which i.s attached hereto as Exhibit H. Nick c. scholzen is
vice-president of owner and is holding the claiurs for and on

behal-f of Owner. Accordingly, Owner shall acquire the
appropriate assignment of the Nick C. Scholzen interest
contemporaneous with the concluding of this Agreement between

Owner and Company in order to further remove an1/ citle
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irregularj.ties of record which nay exist. With respect to tr,{o

claims which are subject to the above referenced lease,

Exhibit H, a title problen exists which nay require additional
tine and effort on the part of owner to resolve. specificalry,
Frank Eager died, leaving euail Creek #I and Ouail Creek #2 in
the name of hinself and a relative by the name of Victor
su1livan. scholzen has demanded that the sutlivan interest be

renoved by the estate of Frank Eager and is withholding paynent

by tendering the funds into escrow. This is, nevertheless, a

Potential probrenr concerning perj.pherar clains which owner will
endeavor to resolve in the course of protecting conpany's right
to use and quiet enjoyrnent of the property.

(i) As to all property described in Exhibit A

and by the Map, Exhibit B, Owner agrees to protect Company,s

right of quiet enjoynent in and to the property as it nay be

affected b1z adverse claims to title only that may exist at the

date of this lease by third parties, if any, with respect to
arl patented mining clairns (excepting Emily Jane, which is held
by lease). Such protection shal1 be afforded Company with
respect to unpatented clairns and the Ernily Jane patented c1aim,

however, to a lesser degree inasrauch as such clains are

traditionally more vulnerable to chalrenge. Accordingly, owner

agrees to use its best efforts to protect Company' s use of
claims. Best efforts shall constitute an expendi.ture of not
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more than an amount equaJ- to $5,000.00 i.n 1984 on legal fees.

per challenged clain. In the event a claim lying outside the

boundary described by the red line depicted in Exhibit B,

nevertheless, is lost to a third party, Cornpany shall have no

recourse or clain of off-set, red.uction in lease or purctrase

price or cause of action of any kind against Owner. In the

event any unpatented or patented clain lying within the

boundary described by the red line depicted in Exhibit B,

nevertheless, is lost to a third party, Courpany shall have the

right to reduce the urinirnum lease paynents required under

paragraph 4(b) above and the purchase price stated in paragraph

f4(a) below, proportionatelyr according to the percentage of the

area neasured in acreage lost to such third party. lhe area

within said red line boundary depicted in Exhi.bit B shall be

considered the total area upon which such proportionate

reduction shall be calculated. If such a challenge shall
arise, Company may, in its discretion, appoint counsel to
perform service in defending title to cLain( s) at its own

cost. Conpany, however, shall in no event contact or encourage

actions by or on the part of such third parties, and in the

event the Company becornes aware of such claims, they sha1l be

referred irnnediately to Owner in writing. In the event that a

thi rd party or a governrnental agency makes an adverse claim of
title against any of the property lying within the boundary
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defined by the red line disputed in Exhibit B, then Conpany

shall have the right to pay all production royalties payable

for production on such depicted clains into an escrow account

mutually acceptable to both Ohrner and Company or to the

District Court in the Fifth Judicial District for the State of
Utah. This right shall not extend to clains for rights of
ways, easements, reservations for canals and ditches,
condennations or any other such actions by third party
governmental entities, environmental and public policy and,/or

interest groups. Conpany sha1l also have the rigirt to pay a

Proportj.onate share of all nininum lease paynents to such

escrow account or the Fifth District Court with such

proportionate share to be prorated and calculated as described
herein above. In the event it is deternined that a third party

is the owner of an undivided interest in all or a portion of
the leased property hereunder, then Company shall have the

right to proportionately reduce such production royalty
paynents on that property which is not owned entj.rely by Owner,

Conpany shall have the right to reduce the nininum lease

paynents due Owner and the purchase price as is descri.bed in
the purchase opLion below if such "parti.ally owned,' cj-aiur is
within the red line boundary depicted in Exhibj.t B. For

purposes of this section, ttre terur ,,governnental agencies,,

shal1 include state and federal agencies or entities of any
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kind, public utilities, or any public interest or regulatory
bodi es.

(j) Owner has provided copies of three title
opinions covering the property dated October 31, Lg77, Exhibit
J, November 1, L977, Exhibit T, and Novenber 2, L977, Exhibit
J, Prepared by Claron C. Spencer of Senior and Senior in SaIt
Lake City, Utah, and a property report by Utah Mineral Abstract
Inc., Exhibit K updating title frorn October 31 , 1977 Eo

.Tuly 26, L984. Orirner makes no warranties of title other than

that set forth in its special Mineral Deed, and conpany agrees

to take property subject to the encumbrances stated in this
Agreenent, the title opinions and property reports provided
herein, however, subject to Owner,s willingness to defend use

and quiet enjoyrnent as above set forth.
(k) That all unpatented cl_airns leased by Conpany

hereunder which were located by Owner are validly existing
claims and were properly located and recorded according to the
statutes and regurations of the Federal Government and the
State of Utah.

( 1) That all required assessment work has been

perforned on all unpatented mining claims which are the subject
natter cf this mining lease during the time that owner has

owned or otherwise controlled such clains.
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(n) Tfrat all reguired affidavits of labor and

recordations with the U. S. Land Management Bureau for all
unpatented clairns which are the subject matter of this nining
Iease have been timelv made.

(n) That all unpatented mining claims leased

hereunder have all required discovery and other clain boundary

monurnents in place.

(o) T''hat except as is otherwi.se disclosed

hereunder, there is no evidence of "overstaking" by third
parties on any part of the leased property.

(p) TLrat Owner has tendered or nade available to
Cornpany, or inforned Company of, aII infornation, records,

data. documents, reports, and the like concerning the leased

property hereunder that has ever been in the possession of
Owne r.

(g) Al1 representations and warranties described

in paragraphs (a) through (o) above shall continue through the

term or any extended Cerm of this lease and the delivery of any

deed or bill of saLe which nay be delivered to Company through

its exercise of its option to purchase described in provision
14 below.

q

fhe Owner, its lawful agents and representatives,

shall have reasonable access to the Property for photographing,
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viewing, inspecting the Company's operations upon the property,

and owner shall have the right to obtain reasonable splits or
samples of alL naterials fron drilling, workings, ores,
concentrates, precipitates, electro-winnings, or any other
metar bearing products containing subject ninerals. owner will
receive its share of the prod.uced netals and products at the
mine site unless owner should reasonably request an alternate
delivery point, and owner shall pay the additional costs for
receiving delivery at such alternate delivery point. Owner

shall hold Conpany harnless for all injury or d.anage to its
agent upon the property unless caused by conpany's intentionar
acts of gross negligence.

10. Books and Records:

(a) T'he Conpany shall keep and nake available
for inspection and copying by the owner accurate records of all
ores mined and minerals produced fron the property and to
include any adjoining or nearby property accountings of the
same. The records shall include all calcurations relative to
owner'5 (and others) Production Royalty paynents hereunder.
The cornpany shall maintain separate records on those clairns
held by the leases depicted in Exhibits F and G showing

production and grade and subject minerals produced. on any of
those claims.
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(b) Ttre Owner or its authorized representati.ves,

shall have the right to inspect, at any reasonable tirne, assays

and naps of workings, all drilling data including grades, nined

and niLled tonnage records, all records of sales incJ.uding

settlenent sheets, developed by the Conpany in the course of
operations hereunder as same ale necessary to veri fy the

payments t.o the Owner. The Conpany agrees to deliver to the

Owner copies of alt documents filed with Federal, State and

local authorities that pertains to the property pronptly after
they are filed.

11. Taxes :

(a) Duri.ng the tern of this Mining Lease and

during such extension periods as may be pemoj.tted herein, the
Cornpany shall in the name of and on belralf of the Owner pay all
real estate taxes levied upon the Property and personal

property taxes, prorated to date hereof and to the date of
termi.nation hereof, those assessed against any inprovenents

which exist at the tine of execution of thj.s Agreenent as well
as any future improvements which the Company may place on the
Property or those assessed on any personal property broughL on

the Property. Ttre Company shal1 pay all severance taxes or
other taxes neasured by the amount of production or sales of
products from the leased property for aL1 production from the
leased property when a three percenc (3t) royalty is payabre to
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to Owner, but owner shall pay its proportionate share of such

taxes when a greater than three percent (3t) production royalty
is due Owner, and such ptoportionate share of such taxes shall
be in proportion to the percent production royalty payable to
owner (ie: at 63 royalty rate, owners pays 6t of severance or

such other sinilar taxes)

(b) T'lxe Owner shall pay all incoroe and state
personal property taxes levied upon paynents due or pal.d to it
under the terns of this Agreement. Owner shall also have its
share of the depletion allowances of the nine reserves.

L2. Conduct of Operations:

(a) fhe Conpany shall conduct all of its
operations in a good miner-like manner in accordance with
generally accepted nining and processing standards, and shall
be in accordance with all local, state and federal agency

requi rement s .

(b) Company sha1l reasonably inform owner on all
decisions concerning rnethods, the extent, tirnes, procedures,

and techniques for any exploration. development, nining,
Ieaching, milling, processing, extraction, ereating, and the

materials to be introduced into the property or produced

therefrom by the Cornpany.

(c) All decisions concerning the sale or other

disposition of minerals as to buyers, times of sale, whether to
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sell the minerals in concentrates, precipitates, cenents,

dorebar, or other forns, or whether to store or hold in
inventory such products for a reasonable rength of tine without
selling the same shalI be nade by the Conpany in its sole
discretion as to its portion of the ninerals produced.

(d) The Conpany shall be required to nine and to
Process' recover, extract. preserve and protect in its urining
and processing operations? any nineralsr of,€s, netals,
concentrates, precipitates, electro-winnings, yellowcake,
dorebar, bullion, or other netal bearing prod,ucts resulting
fron urining and recovery processes, which can be nined and

processed at a reasonable profit. As used herein ',reasonable
profit" shall nean sufficient cash flow projected. fronr nining-
and processing operations of any such ninerals to provide a

return-on investnent of more than thirty five per cent (35t) on

a one hundred per cent equity basis after tax, on a discounted.

basis using discounted cash flow projections reasonably
accepted in the minerals industry, consistently applied, and,

considering the effects of projected ore reserves, inflation,
the future prices of such nineral conmodity and the financial
capability of company to provide capital investnent for nining
and processing such nineral commodi.ty.

(e) Conpany agrees to cornply lrith all valid and

applicabl-e localr state and federal raws and requlations
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governing its operations hereunder. Conpany shall pay all

expenses incurred by it in its operations on the property and

shall allow no liens arising frorn any act of the Conpany to
remain upon the interest of Owner in and to the Leased

Premises; provided, however, if Conpany, in good faith,
disputes the validity or amount of any clain, lien or liability
asserted against it with respect to the property, it shall not

be required to pay or discharge the sane until the anount and

vali<tity thereof have been finally deternined. If authorized

by applicable statute, Owner nay post a notice of non-liability
and the Conpany shall keep such notice posted during the term

of this Lease. Courpany shall carry worknan's conpensation or

industrial insurance coverage to the extent reguired by the

laws of the State of Utah.

13. Reclanation Oblicrations :

*" "ffi and solery and

exclusively be Iiable and responsible for all reclarnation

required by federal, state and local law, and it shall obtain

all licenses and pernits reguired thereby. It is expressly

understood that nining operations conducted upon the property

are subject to the Utah Mined Land Reclamation Act, Utah Code

Annotated, section 4l-8-1 to 23, and that any mining plan in
vari.ance or substantial arnendnent to the present plan filed
wj.th the State of Utah by the Owner will require additional
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filing and regulatory conpliance by the Conpany. It is

understood further that the reclamation bond requirement under

the Mined Land Reclamation Act has not been filed by the Owner

and that the State of Ut.ah is petitioning for the posting of a

surety bond in the surn of S55,210.00 to cover prior surface

disturbance. It shall be the obligation of the Company to post

the same, no later than August 22, 1984. In the event,

however, that Conpany chooses to terninate this lease on or
prior to February I, 1985, Owner shall, within ninety (90) days

of terurination, provide a substitute bond in a foru acceptable

to the State of Utah in place of the SSS,Z1O.Oo surety

obligation posted by the Conpany and shall assume all
reclamation obligations covered by the bond and required by the

State of Utah. If Owner fails to post the substitute bond as

herein required, owner shall forfeit any and all right in and

to further payment for Purchase of Equipnent as set forth. in
Section 5 above, and Escrow Agent shall be free upon

appropriate notice fron Company to deliver the Bill of Sale,

Exhibit "C" to Conpany. T'he Conpany will post all bonds in the

future necessitated by its development of the property. Copies

of all required bonds and financial guarantees shall be given

to the Owner within forty-five (45) days after they are

acquired.
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L4. Option to Purchase 97.5t Interest in Property:

(a) Owner hereby grants to conpany an option to
purchase the property for the sum of $18,150,000.00 on or

before December 15, '1989. Purchase shall be made in
semi-annual installments for a period of twenty (20) years with
interest accruing at the late of l2t per annum on all unpaid

principal' comnencing with the date of execution of this lease

agreement.

(b) UPon exercise of the option, this entire
agreement shall be construed as an installnent sales contract,
however, no sums paid as Mininun Lease Payments or production

royalties pri.or to the exercj.se of the option to purchase shall
be credited toward reduction of the principal amount owing for
purchase of the property.

(c) A1l paynents deferred under the terns of

this installnent sales contract shall be subject to an annual

inflationary adjustnent. Accordingly, each semi-annual

principal payment shalL be adjusted by the annual increase or
decrease of the Cornposite Consumer Price Index for the most

recent prior twelve (12) month reporting period as published by

the Bureau of Labor Statisti.cs of the United States of Anerica.

If, at the tirne required for determination of adjustnent of
semiannual installment payments, the Conposite Consuner Price

Index is no longer published or issued, the parties shall use
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such other index as is generally recognized and accepted for
similar determinations of adjustments of paynents.

(d) Each insta,lfunent paynent shall be due and

payable exactly six months apart on a seni.-annual basis. Any

payments and the accrued interest thereon which is not made

within five (5) days of the due date shall bear interest at the

rate of New York prime plus two per cent (2t), hrhichever is
greater, until pai.d in full. Each paynent shall be applied
first to accrued interest and the baLance to the reduction of
principal.

any or all of
terms of this

1<

(e) fhe Company shall have the right to pre-pay

the anounts due under the installment purchase

agreement.

Conveyance of Mineral Rights:

(a) UPon the payment of all accrued interest and

the first semi-annual principal payurent constituting exercise

of the option as nore specifically described in Section 14

above, Owner shall convey, by Special Mineral Deed, a copy of
which is attached hereto as Exhibit N, title to the patented

ni.ning clains property to Company subject to the reservation of
a two and one-half percent (2.5t) overriding non-participating
production royalty interest on gross netals recovered on and/or

from the property conveyed. Although Owner retains the 2.5

percent royalty, it shall bear no obligations as to the costs
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of its share of production, and Owner nay take produetion in
kind consistent with the provisions of Section 3 above.

(b) Subject to exercise of the option to
purchase, Owner shall execute a Quit Clain Deed, which is
attached hereto as Exhibit O, covering all unpatented mineral

rights, surface structures and fixtures located upon the

property and designated by the parties to be conveyed under the

terrns of this agreernent.

(c) Subject to exercise of this option to
purchase, Owner shall execute a BiIl of Sale which is attached

hereto as Exhibit p, covering all personal property in or upon

the property to be conveyed under the terms of this agreenent.

(d) Subject to exercise of the opti.on to
purchase owner shall execute an Assignnent of Lease, aCtached

hereto as Exhibit Q, covering the Enily Jane patented claim
presently under lease fron McMullj.n as nore specifically
described in Section I0(c).

(e) The ori.ginals of each of the foregoing

conveyances referred to in paragraphs 17 (a) (b) (c) and (d)

shalr be delivered at closing to the Escrow Agent to be handled

and disposed of in accordance with the Escrow Instructions.
(See Escrow Instructions, Appendix I.)
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16. Owner's Security Interest:
(a) Upon exercise of the option to purchase,

Owner's interest in securing paynent of indebtedness owed to
and performance of all obligations under the terns of this
agreement shall be protected by a non-subordinate Utah Deed

Trust and Security Agreement, a copy of which is attached
hereto as Exhibit L, covering all real, nineral and personal
property interests conveyed by Ogrner to Conpany.

(b) Ttre parties shall execute the Deed of Trust
and Security Agreement at closing and deliver the sane to
Escrow Agent to be handled and disposed of in accordance with
the Escrow Instructions. (see Escrow Instructions, Appendix I).

(c) fhe Utah Deed of Trust shall contain partial
release provisions allowing for release of the subject property
of the encumbrance of the Deed of Trust upon reduction of the
principal sum owed by cornpany to owner as nore specificalry set
forth in the Deed of Trust.

(d) Tl're parties acknowledge that the security
device used herein is a standard forn Utah Deed of Trust
modified to apply to rnining property. In the event of any

conflicts between the utah Deed of rrust wi.th Assignroent of
F.ents and Security Agreenent, and this Mining Lease and Option

to Purchase, the terms of this Mining Lease and Option to
Purchase shalI sovern.

the

ir

of
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General Terms and Conditions Governing Both Lease

and Purchase Agreements

L7. No Implied Covenants:

fhe Owner and the Company intend and agree that no

inplied covenants or duties (including, but not tinited to,
implied covenants in relation to exploration or nining, or the

payment of rentals, royalties or any other monies provided for
herein) of any kind whatsoever shall affect any of their
respective rights or obligations hereunder, and that the only
covenants or duties which affect such rights and obligations
sha1l be those expressly set forth and provided for in the

Mining Lease.

18. Principles Governing Takinq Mineral Products in
Kind.

fhe parties agree that Owner may rece j.ve paynent in
kind of mineral products produced by Conpany from the leased

property, including, but not lj.mited to, direct shipping ore,

concentrates, precipitates, dore and refined netal under

certain terms of this agreement. As a guideline only, the

taking of product in kind shal1 be governed as follows:
A. Precious MetaIs:

(a) If one is reduced to sulfide netal- state,
the Owner nay take product in concentrates of sufficient grade,

quality and content to be i.mrediately marketable wj.thout
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further processing and absent contaminants or excessive

conbination of metals.

(b) If produced in forn of anode nud or anode

s1ime, Owner may take product of suffici.ent grade quality and

content to be imrnediately marketable in the forn produced.

(c) If produced in forrn of high grade

precipitate or cenent, product nay be in forn of 70t+ contained

precious metals.

(d) Dore bar.

(e) .999 electrolytically refined pure bar
(f) Product described in paragraph (a) nay be

taken at mine site only. Products described in paragraphs (b)

(c) and (d) nay be taken at nine site or at refiner's location
within 500 niles of the nine. product described i.n (e) above

may be delivered to owner at nine site, or refiner's place of
business anywhere within the United States or Canada.

B. Fissionable Product:

Fissionable product may be reduced to a form of Nuexco

Uraniun Concentrate or yellowcake quote, or concentrate

sufficient for inrnediate shipping and narketing in a grade and

value per ton consistent with the compensation terms of this
agreement. Material shall be delivered to Owner at the nine

site.
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Non-Metallic Minerals :

(a) Owner nay take product in any of the

following forrns: unground bu1k, ground bulk, ground and

bagged, common grade or chernical or industrial grade of

sufficient grade and quality to market in the forn delivered to
owner without further processing.

(b) Products sha1l be deliverable to Owner at
m].ne s1te.

Base Metals:

(a) Base metals nay be taken by Owner in
concentrate form as to sulfides and of sufficient value in
terms of grade and quality to be inurediately narketable. For

purposes of illustration, copper uray be produced and taken i.n
kind in any of the following forras: (I) 7OE + copper cemenE,

anode copper, 80*+, fire refined tough pitch ingot 95t+,

cathode copper electrolytically refined 99t+ or wire bar .999.

(b) AIl other base netals shall follow the same

format as that applied to copper in paragraph (a) above

providing that each product is delivered to Owner in a

marketable selling grade.

(c) Base metals shall be deliverable to Owner at

mine site or at refiner's place of business within the United

States or Canada, as agreed by Owner, Cornpany and such third
party re f i.ne r.
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F Miscellaneous Metals:

(a) Other netals not covered herein nav be

delivered in appropriate concentraEes or cotnrnon grade form such

as powder, shot, alloy ingots or refined bars at the nine site
or at refiner's place of business within 500 niles of the mine.

F. Risk of Loss:

Notwi.thstanding anything above to the contrary,
actual delivery to Owner, all risk of loss shall be borne

Company. Subject to paragraph G below, Conpany sha11 be

responsible for storage, security, insurance and control
product until delivered by signed invoice to Owner or its

until

by

of all

agent.

G. Costs:

All costs except for third party charges set forth in
Secti.on 3, paragraph (b), incurred prior to delivery of product

to Owner shall be borne by Conpany. In the event Owner fails
to pick up delivery tendered by Conpany within five (5) days

written notice of tender, Conpany may deduct reasonable costs

of storage, insurance and security from anounts due owner.

H. Owner Cannot Dictate:

Conpany

frorn the

Owner.

Nothing contained herein to the contrary

to produce any product from materials and

leased property in a forn or in a manner

shal1 require

ores mined

nandated by
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19. Assignnent:

fhe Conpany shall not trave the right to assign this
Mining Lease and Option to Purchase at any tine during the term

hereof or duri.ng any lease extensions without the approval of
a

the owner, which approval shall not be unreasonably withheld..
Any conveyance by the Owner of interests in the property or

assignment of rights unde! this Mining Lease shall not be

binding upon the Company until it has been furnished with the

original or certified copy of the instrument effecting such

conveyance or assignment. In the event Owner shall assign any

rights hereunder to nore than one party, Owner, at the address

provided in Section 28 herein shall serve as the depository fo!
aII paynents. Owner shalL be responsible for palnnent and

conveyance of notices to its own assigns.

20. Indennification:

The Conpany agrees to indenrnify and hold harnless the

owner fron all injury, damages, liens, demands, clai,ras, and

liabilities and costs of every description, i.ncluding acts and

omissions of the company, resulting frora the use and possession

of the Property by the Courpany.

2L. Litigation:

If either party connences Iitigation based on this
Mining Lease and Opti.on to Pulchase or grievances or defaults
hereunder, the prevailing party shall be entitled to recover a
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reasonable attorney's fee to be awarded by a court of conpetent
jurisdiction, together with all costs of litj.gation. In

determining what is a reasonable sun for attorneys' fees and

costs, the actual amount of attorneys' fees and costs whi.ch the

prevailing party is obligated to pay his attorney or attorneys
or others shal1 be presumed to be reasonable, which presurnption

shall be rebuttable. In the event neither party wholly
prevails, the court (or arbitrator) shall award to the party
wtrose position is deternined to be comparatively correct, an

equitable portion of the attorneys' fees and litigation
expenses to which the party would othervrise have been entitled
had the party wholly prevailed. Evidence as to fees and

litigation expenses shall be presented only after determination
of the principle controversy. Ttre parties agree that
jurisdiction for purposes of litigation of this Agreercent shall
be in the Federal District Court for Utah or Third District
Court for Salt Lake County, Utah, in the event the Federal

District Court does not have juri.sdiction.

22. Arbitration:

In the event of any controversy, clain or dispute

arising out of, or relating to, this Mining Lease and option to
Purchase or the nethod and manner of performance thereof or the

breach thereof, and the parties mutually agree to arbitration
in lieu of judicial litigation, the controversy, claim or
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dispute shall be settled by arbitration in accordance with the

rules of the American Arbitration Association, and judgroent

upon the award rendered by the arbj.trator or arbitrators may be

entered in any court having jurisdiction. Attorney fees and

costs shall be awarded by the arbitrator as set forth in
paragraph 25 above.

23. Insurance:

The Company shal1 acquire, within thirty (30) days, a
comprehensive liability insurance policy against liability to
third parties on the Property narning lhe owner as an additionar
insured. Such policy shall provide for not less than S5OO,OOO

per person and S500,000 per occurrence, with a $lO, ooo, oo0

unbrella poliey. A certificate of such policy shall be

delivered to Owner rvithin forty-five (45) days fron the date

hereof. fhe amount of insurance coverage shall be subject to
review and urodification every four years and shall be increased

by the Conpany without dernand by Ornrner to reflect the same

degree of insurance coverage and protection in the year of such

review and the above and foregoing arnounts reflect in this year

of initial agreement.

24. Water Rights:

At the present time some vrater rights to the property

do exist. They are presently held in the name of West-Tec,

although the rights were conveyed by way of the August 3l , Lg77
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purchase agreenent betr4reen Western Equities and 5M. The water

rights are described in the euit clain Deed, Attachnent #3 to
Escrow Instructions, 5M will affect appropriate transfer on the

records of the Utah State Engineers office no later than six
nonths fron the date of this agreenent. Right and leave are

freely given to the Conpany to purchase o! rent additional
water rights if necessary or to develop and nake appJ.ication to
the Utah State Engineer for other water which nay be

developable within the Property boundaries. The Conpany is
free to obtain certification of such water rights if they do

becone available. Ftre Cornpany shall nake all lrater right
applications developable within the property boundaries in the

name of the Owner, and Or,rner shaLl cooperate by executing such

docurnents as may be reasonably necessary to effect acquisition
of such rights. AII such efforts and applications shal_l be

pursued at the sole cost and expense of the Conpany. In the

event of terninatj.on of tbis Agreenentr all such water rights
which have been developed wi.thin the property boundaries and

certificates shall be assigned or deeded to the Owner and the
conpany shall rieliver to the owner afL relevant documentation

pertaining thereto. Upon such ternination, Owner shall have

the right to purchase any other water rights held by Conpany

within Washington County, Utah, at Conpany's cost of
acquisition.
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25. Laws and Regulations:

The Conpany agrees to conply with aII federal, state,
and local laws, rules and regulations of any kind and

character, and obtain alJ- required applications, licenses,

Pernits and approvals relating to the Property or operations

thereon.

26. Observance of Ti.tle:
fhe Company agrees and stipulates that it will not

contest the Owner's title to the property or nake any claim or
representation of adverse title thereto.

27. Notices and Information:

fnfornation concerning this Mining Lease raay be

obtained from the Company at the below listed address. Any

notice, election, or other correspondence reguired or permitted

hereunder shall be deemed to have been properly given when made

in writing and effective when delivered personally or by United

States certified or registered nail to the party to whom

directed, or when sent by telegraph, with all necessary poscage

or charges fully prepaid, retuln receipt requested (or in the

case of a telegram, confirmation of deli.very) and addressed to
the party to whorn directed at its below specified address:

If to the Conpany: Kerley Mining Chenicals, Inc
Santo Tomas Rt. Box 73
Sahuarita, AZ 85629
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If to the Owner:

With copies to:

With copies to:

Either party hereto
pu{pose of receiving notices
furnishing notice thereof to
this Section.

5M, INCORPORATED
P. O. Box 752
Hurricane, Utah A4737

Jerry Glazier
P. O. Box 653
Hurricane, Utah 84737

Jones, l{aldo, Holb.rook &
McDonouqh
c/o Tin6thy B. Anderson
One South Main - Suite 300
St. George, Utah 84770

may ctrange its address for the

o! communications hereunder by

the other party in conptiance with

28. Payments:

AIl payuents that are not of an in-kind nature shall
be made to:

5M Incorporated
P. O. Box 752
Hurricane, Utah 84737

(Or at such other address or location as Owner
shall designate in writing. )

29. Time is of the Essence:

Time is of the essence in the perfornance of this
Mining Lease and Option to Purchase particularly, but not by

way of lirnitation, as to all payments required to be nade to
the Owner by the Conpany.
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30. Construction:

fhis Mining Lease and Option to Purchase and ttre

rights of the parties hereunder shall be governed by the laws

of the United States and the State of Utah. If this Mining

Lease and Option to Purchase or any provision hereof is found

to be inconsistent wi.th or contrary to any such law or

regulation thereunder, this Mining Lease and Option to Purchase

shall be regarded as being nodi.fied to tlre extent requi.red to
conply wi.th such law or regulation and as so nodified shall
continue in full force and effect. The headings used herein

are for convenience of reference only and shall not be taken or

construed to define or limit any of the terms'or provi.sions

hereof. Unless otherwise provided or unless tlie context shall
otherwise require, words j.mporting the singular number shall

include the plural number, words inporting the nasculine gender

shall include the feminine gender and vice versa.

31. Lease Obligations Apply to Installnent Purchase.

During the period of installment purchase, aII
obligations, terms and conditions set forth in Sections 7, 8,

9, 10, 11, !2, and 13 sha1l apply to the installnent sale and

be a part thereof as if fu1ly set forth in the part of this
Agreement entitled "General Terms and Conditions Governing both

Lease and Purchase Agreement. "



32. Subsequent Changes:

It is understood and agreed that no change,

alternation or nodification of this Mining Lease and Option to
Purchase of any of the covenants and agreenents here j.n

contained shall be effective unless nade in writing, dated

subseguent hereto, ind signed by all parties.
33. Inurement:

This Mining Lease and Option to Purchase shall be

binding upon all of the heirs, executors, legal
rePresentations, administrators, successors in interest and

assigns of the parties hereto.

34. Representations of Owner:

In addition to the covenants and representations
hereinabove stated, Owner represents to Conpany as follows:

(a) owner is a corporation duly organized and

existing under the laws of the State of Utah with full power to
enter into this Agreenent and execute all documents pertaining
hereto.

(b) Owner has the corporate power to enter into
this Agreenent and to carry out its obligations hereunder. The

execution and delivery of this Agreement and the consummation

of the transactions contemplated hereby have been duly
authorized by its board of directors and no other corporate
proceedings on the part of Owner are necessary to authorize
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this Agreement and the transactions contemplated hereby
(including, but not by way of linitation, any shareholder

approval under Section L6-LO-74, Utah Code Annotated, 1953).

Neither the execution and delivery of this Agreenenc, nor

compliance by owner with the terms and provisions hereof, $rill
conflict with or result in a breach of any of the terns,
conditions or provisions of the Articles of rncorporation or
Bylaws of owner, or any statute, judgrnent, order. injunction,
decree, regulation or ruling of any courc or glovernnental

authority to which owner is subject. No authorization, consent

or approval of any public body of authority is necessary for
the consunnation by olrner of the transactions contenplated by

this Agreement.

(c) Owner has provided to Courpany opportunity to
inspect the property leased hereunder, including on site
inspection, opportunity to run prelininary nineral evaluation
and deposit testing as well as inspect nineral, water, real
estate and personal property rights pertaining thereto. owner

has no knowledge of any encumbrances which have not already
been disclosed to the Conrpany.

35. Bgpresentations of Cornpany:

(a) Conpany is a corporation duly organized and

existing under the laws of the State of Arizona, with its
headquarters in Tucson, Ar i. zona.
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(b) Conpany wilt gualify or has qualified to do

business in the state of utah as a consequence of entering into
this Agreement of by virtue of other activity in the State of
Utah.

(c) Coupany has the corporate povrer to enter
into this Agreement and to carry out its obligations
hereunder. The execution and delivery of this Agreement and

the consumnation of the transactionE contenplated hereby have

been duly authorized by its board of directors and, no other
corporate proceedings on the part of Conpany are necessary to
authorize this Agreement and the transactions conteuplated
hereby. Nej.ther the execution and delivery of this Agreenent,

nor compliance by Conpany with the terms and provisions hereof,
will conflict with or result in a breach of any of the terms,

conditions or provisions of the Articles of rncorporation or
Bylaws of Cornpany, or any statute, judgnent, order, injunction,
decree, regulation or ruling of any court or governmental

authority to which Conpany is subject. No authorization,
consent or approval of any public body or authority is
necessary for the consunmation by conpany of the transactions
contemplated by this Agreenent.

(d) Coropany agrees to conduct the mining

operations in accordance with all applicable safety
regulations, together with aIl other :ity, county, state and
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federal laws and regulations which nay be applicable to its
business.

36. Force Majeure:

Except for the paynent of nininun lease paymenE,s or
production royarties due owner hereunderr dlld paymen! of taxes,
compliant with all bondi.ng and reclanation obligations and

Payments of mininum property naintenance costs such as utility
bi11s, liability insurance and perfornance of assessment work

by Company, either party shall be excused fron perfornance

under this agreement because of forces and cond.itions

reasonably beyond its control, except that such performance

shall only be delayed for the length of tirne caused. by such

force rnajeure. The party desiri.ng to avail itself of this
provision nust inmediately notify the other party of the

details of the event giving rise to its reasonable inability to
perform and an estimate of the length of tine that such

performance will be so delayed. Nothing contained herein shall
require either party to settle any labor dispute with its
employees.

37. Memorandum of Mininq Lease.

Neither party shal1 record a copy of this lease

agreenent in the records of Washington County, Utah or any

other public records, but the parties shall record a

"l"lernorandurn of Lease" in the fc.rm attached hereto as Exhibit N.
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38. Conditions Precedent to Agreenent:

AII obligations of the parties under this Agreement'

unless waived by the other partyr dr€ subject to the

fulfillnent at or prior to the signature date of each of the

following conditions:
(a) the representations and warranties by or on

behalf of the parties hereto contained in this Agreement or in

any certificate or document delivered pursuant to the

provisions hereofr or itr connection with the transactions

ionternplated hereby, shall be true in all uaterj.al respects at

and as of the tine of the signature date as though such

representations and warranties were rnade at and as of such tine;
(b) each of the parties hereto shall have

perforned and conplied with a1l covenants, agreements and

conditions required by this Agreenent to be perforned or

conplied with by then prior to or at the signature date.

39. Confidentiality-News Releases:

The parties hereto acknowledge their desire that al1

price, compensation and consideration terns of this agreenent,

and all factual and technical data and information concerning

the leased property or any operations thereon, be hefd in

strict confidence. Ttre parties sha1l make no official press

release or other publicity as to such matters, including the

consideration being transferred to Owner pursuant to this
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Agreement. The parties strall not lfe restri'cted from provr'1 lng

sr.rch inf ormati'on to their stockhoLders ancl others in the course

of rout ine corPorate buslrless'

40. Entire Agreement:

This Mining Lease of even date herewith' Appendi x I

ancl II, anrl Exhibits A through N' contain the entire Agreement'

express or implied, of the Parties hereto' and lhe parties

agree that no promises or representations of any nature which

shall be binding uPon them have been made by either of then to

the other which are not set forth in these documents '

DATED the day and year first above written'

5M, INCORPORATED, a Utah

co rPora t I on ,

Att-est:

BY --n:
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S'IATN OF U'TAH

COUNTY OF

)

)

On the 
-4j: 

day of Atrgust, 1984, A'D" personally

appearedbeforeneJERRYGLAZIERandWILLIAMT'SORENSEN'whc:

i:eing by me duly stlorn did say, each f or himself ' that he ' the

said JERRY GLAZIER, i s the Pres ident of 5l"t, INc " and he ' the

said ITIILLIAM T. SORENSEN i s the secretary of 5M, lNC . , and that

the within and foregoing instrument was signed i'n behaLf of

said Corporation by authori-ty of a Resolution of its Board of

DirectorsandsaidJERRYGLAZIBRandWILLIAMT.soRxNsENeach

duly acknowledge to me that sai<i corporation executed the same

and that the seal affixed is the seal of said corporation'

KERLEY MlNING CHEI"IICALS INC

I

I
f',) -.-. ..

RonaId E
DI .

-ry PuVIic
esiding at:
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STATE OF UTAH

COUNTY OF

)

)

on the )1:u day of , lel!__, A. D. ,

personally appeared before me RONALD E, ASHCROFT

and .,,----___- --\_..,--v.. , who being by me duly sworn dici say,

each for himself, that he, the said RONALD E. ASHcRopr is the
President of KERLEY MTNTNG cHEMrcALs rNC., and that the within
ancl foregoing instrument was signed in behalf of said
Corporation by authority of a resoLution of its Board of
Directors to sign this Agreement.

Residing at , Sl ,Ya'ar, l,tL /t
__j--

&, r/, lf/.( ltu /"1"'^1

il folt 'u-'tofa'iY/ 
t/ tlr s Lc

,i,^!, n Ailu,.u+l''t) tltr' tJ''fi" P4ftvtt"/o
','i'yu/. 

,4,,0,.ri -.t futo (k1'"' J "'"^
aulori.lirl tfui' 5111'/unt blit' L tt"u

tt\u,,,^ t^ak( .a 6-yuf L1, fitf ' /

- s:S/nlt A^'lLt 4' 4"'G*1l \
'a-1

nror^

1Dt'\

Publ i. c

ryB

-6 L -



EXIIIBIT "BU



\

tins<t

AGREEMENT
AND

FIRST AMENDMENT OF CONTRACT

Agreenent and Amendment of contract'is entered into

day of February, by and between 514 INCORPORATED, at.h is
This

-.- 4.

Utah corporation herein referred to as 'Owner", wbich has its

office and place of business at,279 West State Street, Ilurricane,

Utah and KERLEY IIIINING CHEII1ICALS INC., an Arizona corporation

herein referred to as the "Company" which has an office and place

oE business at Santo Tomas Rt Box 73, Sahuarita, Arizona 85629.

The contract which this agreement shall amend is

entitled "l"tining Lease and option to Purchase", dated August 23,

1984, a co.oy of the cover page of said agreenent, together with

the table of conCents, exhibit list and signature Pages are

attached hereto as Exhibit A to identify the cont,ract with speci-

ficity.

The parties hereto, for good and valuable consideration'

the sufficiency of which is herewith acknowledged, hereby agree

as follows:

1.

fron Zions Fi

of $75,000.00

REPAYMEIIT OF zIONS BANK LOAN: Owner has borrovied

rst National tsank,

, the saine wh icn is

Iturricane, Utah branch, bhe sum

due on March 14, 1985. ComPanY



agrees tc pay off and satisfy the balance due Zions First
National Bank on or before February II, 1985. Repayment of the

loan shall constitute payment in full and complete the obligation

for purchase of eguipment set forth in Section 5 on Page 15 of

the Augusiu 23, 1984 Agreenent.

2. ACQUISITION OF NEW LOANS: The Conpany shall assist

Owner in acquiring a new loan in the sum of $75 r 000.00 by

providing its guarantee of collection of any judgnent which may

be enbered against Owner as a result of Ownerrs failure to repay

the loan. The parties shall endeavor to acquire a 12 nonth tern

for said loan. The application for loan shall be nade in writing

no later than February 27, 1985. In the event the loan is not

approved on or prior to February 28, 1985, this entire Agreement

shall be nul1 and void and without effect.
In the event Owner, for any reason, fails to Pay such

loan timely and upon date of maturity, the Company is required to

make payment thereon as party guaranteeing collection, Owner

shall owe to Cornpany the anounts paid on said note to ComPanyt

together with interest, at the rate of 15S per annum' until Paid

in full. Furthermore,. Owner hereby grants to ConPany a two per

cent (2t) overriding royalty interest in and to production from

the nineral properties which are subject of the August 23' 1984

Agreement or a right to payment from firsl proceeds from any

saIe, Iease or income producing activity whatsoever on the

subject.oroperty to secure the payment and satisfy any amounts

due hereunder Erom Owner to Company. AE. such tine as the amount
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due is paid by Owner to Company, the royalt,y interest granted

herein shall terminate. This provision to secure payment shall
be applicable only in the event Company terninates the August 23.

1984 Agreenent as amended prior to payment of all amounts due on

the promissory note referenced above.

In the event Owner, for any reason, fails to rnake pay-

nent on the promissory note to Zions First Nationa.l Bank, and the

August 23, Lg84 Agreemenc, as anended, is still in effectrCompany

nay pay the same and deduct such paynent fron the amount owing to
Owner in its annual paynent next following.

3. REIMBURSEMENT OF TAXES AND INSURANCE PREUIUIIS: In

the event that Cornpany, for any reason, terminates the August 23,

1984 Agreement as amended during periods for which Owner is still
paying taxes and/or Iiability insurance prerniums which the August

23, 1984 agreement as amended requires Company to payr Company

shall reirnburse to Owner such anounts, if do!r whico it should

have paid on a pro rata basis, based on the amount of tirne that

Company has held a leasehold interest in tbe mineral properiies.
4. RECLAMATION BOND-TER|4INATION OF COI,IPANY: In the

event Company, for any reason terminates the Augus'. 23, 1984

Agreement as amended, between the date hereof and June 15, 1985,

Owner shal1, within twel',re nonths of the date thereof, replace

and substitute the bond presently posied wit,h che State of Utah,

De.oartment of Oil, Gas and l,lining. In the event Owner f ails to

replace the bond within twelve nonths, Company shaII be en'-itled

to reimbursement therecf under the terms of the security prcvi-
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sion of Paragraph 2 above. This provisi.on rnodif ies the provi-
sions of Paragraph 13 entitled trReclanation obligations'of the
August 23, 1984 Agreement, and any other part inconsistent with
this agreement.

5. MODIFICATION OF pAyENT DATES: paragraph 4(b) under

the sectionar heading, "l'linimum tease payments'r shall be amended

as follows: Payment due February l, 1984 of 9150,000.00 sharr be

deferred and paid on or before June 15, 1985. Tire l{ay 15, l9g5
payent of $500,000.00 shall be deferred until June 15, i.995.

6. DRILI-, DATA: Company sha1l, within 30 days of the
date hereof, provide conplete dupricates of all drilling data
rePorts' any and all information on grades and tonnage, metal-
lurgi.ca1 studies and data as

inferred and deened profitable.

The above and foregoing constitute a subsequent change

to the August 23, 1984 agreement as authorized in Section 32

thereof entitled "subsequent changes" and is limiled to the

changes and modifications set forth therein. such subsequent

changes shalr control and supercede any ranguage inconsistent
therewith in the text of the August 23, 1984 Agreement, whether

or not speci.fically referenced herein.

7. RIGHT OF FIRST REFUSAL FOLLOWING TER.I4INATION: If
Cornpany shal] fail to make the payment of the total of
$650,000.00 on or befcre June 15, I985, and as a result of such

default the August 23, 1984 Agreenent shalr be terminated by

Ownar, then Company shaI1, nevertheless, retain a right oE first

to ore reserves blocked out,
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refusal for a per iod of one year following the date of
termination to match any bona fide good faith offer Eor sale,

Iease or other income-producing activity to or from a third party

which shal1 be made on property covered by the AugusE 23, 1984

agreement. Company shall have a period of fifteen (I5) days to

exercise its right of first refusal on any such offer made after
not,ice, as required herein, on or before November 15, 1985.

Thereafter, the exercise period shal1 be thirty (30) days.

DATED this 2lr'day of Februray, 1985.

5t4 INCORPORATED, a Utah corporation

Glaiier, President
At test:

DW.

STATE OF UTAH

/
L4I

COUNTY OF WASHINGTON

I

\

On the :: day of February, 1985, personaly appeared

before ne JER-RY GLAZIER and WILLIAM T. SORENSEN, who being by me

dul1' sworn, did say each for himselfr that he, the said JERRY

GLAZIER, is the President of 5M Inc., and that said WILLIAII T.

SORENSEN is the Secretary of 5M, Inc., and that the within and

foregoing instrument was signed in behalf of said cor.ooration by

author i ty of a resolution of its Board of Directors and said

JSRRY GLAZIE.R and WILLItuu T. SORENSEN each duiy acknowledge to me
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that said corporation executed the

is the seal of said corporation.

same and that the seal affixed

KERLEY I4INING CI{E},IICALS INC.

fix
STATE

County

OF ilh/' )

of )

On the liit' day of February, personally appeared

before ne RONALD E. ASHCROFT, who being by me first duly sworo , -
vtc2 

- /ck
did say that he, lhe said RONALD E. ASHCROFT, is the^President of

Kerley Mining Chenoicals Inc. and that the within and foregoing

instrument was signed in behalf of said corporation by authority

oE a resolution of its Board of Directors to sign this Agreement.

Residing:

'Notary'Public

.-U.( L Q^,7
Ronald E. Ashcrof ti'.
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EXIiiBiT A

APPEND]X II

D.\5-L lJl. I 1-rJ.5 r'

Description of all properties subjecC natee! oi
the i,tining Lease and Optior: to Purchase

i.tap of all propereies subjec: to lease and,,/o: saLe

Bill of SaIe - Ins'-alLnent ou:chase a: M:nes:te
$r;i, oo;:o-d '---"-

Copy of lriarranty D3eC - ?ech Syn tc 51.1, L977

CoFy of Quit. Calim DeeC - Tech Sy:n to 5i'1 , Lg'ii
Enily Jane Lease - l.lcllutlin to 5It Inc.

llining Lease Tech - Sirn E,c 3i! - L)i1
Lease ari O5ltion to Purehase Ac:eeneet,
Eeger-Schclze:j. .June 10, L977

Ti. tl.e Opi.rion - Pa!.ented Clai:rs - Octobe: 3i, L977

T::!e O_cinion - Unpate:1te,j, Cla ins - Nove::be: 1,
1q? 7

Ti tie Opinicn - Fee La:Cs - )Icve:*be: 2, L977

P:ogert:, Repori - iuJ-y 26, l9a.;

Ur-ah. Deei o! Trusi wieh Assicineli of Re:tts a.1i
Securltl A9reene::.e (wi.th a::achneits I-6 oi
Pa:iiai Reconveyances)

lrlo-^---:..q nt T_,:rca < \-{ - t(5'14r..

.tr 2\r: r 5I I

Fla'J; I r "l

Fra'i: tr7rr

F:a--:raT'F

F.a..:-::frr

F..'--;:9: .rl

F '1.-. .r : - ,Tt

F'/-;ar.It

r'a.j ; a r .rr

F'a-i:Trn

h

B

I
a

L

M

F'i'.i': f :.n l:



AE:eenent. The pariies shail not be resi.ic:eC fron prcviii:lg

s uci-. infcrna:ion to theii siockhoiCe;s and oihe:s in the ccu:se

of rcutine cc rpo ra'. e busiaess.

40. Entire Agreenent:

TLris Mining Lease of even date herewith, Appendix I

and II, and E:<hibits A through N, contain the eni:re Agreereni,

e:<press or inpi-ieC, ci the parE,ies hereto, and tire parties

agree thae no promises or representations of aal: nature which

shal! be bj.nCing upon thea have been nade by ei'-her of then to

the othe: which are nci set f,orth in these dccunents.

DA?ED the iav arC vear firs: above wiii:en

5i,1 , INCORPCFgTiD, aUeah

r.,r r:r rr -: F i,r-

4sJ
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STAIE OE'

COUIiTY OF

UTAii

On the :;'" dair of Ar.:E!.:s: , Lg84, A.D., personally

appeared before ne JERRY GLAZIES. and I'IiLLI.\r'1 T. SOF€NSE]I' r.rh.o

being by ne duly sworn di'd sair, each for hinseli, that he' the

saii JERRY GLAZIER, is che P:esid,ali o! 511 , INC., and he, the

said wILLIA|.{ T. SCR-ENSE\I is Che secre:arj/ of 5i,1 , INC. , and thaE

ehe within anC foregcing ins:ru:i:nl was signeC in behaif of

said Cor.ooration by authority of a RescLution oi its Boa:d of

Di. rect.cr s and saiC JERRY GLA,ZISR and l{iLLI-\Y T . SCREIISEI: each

dulir ackroxleCAe lo ne that, sai:i ccrpor3:ion e:(ecuted the s:ne

anC ihe! the seal afiixed is'-he seei c! sai.d ccrporatlon.

K:-";EY ltlNlNG CliE.UiC.triS INC.

t
. €a

\

-64 -



STATE 09 U?AI{

on the 2a'' dair of 1r*t"ry' , LgSg , A.D',

perscnali], appearei be!ore rne RoNriLD E' ASHCRCFT

and o *' , who being b1' rne duly s''rorn did say,

each for hi:nsel-f , that he, the said RoNtID E. AS:{CROFT i.s the

P;esident of KERLEY lllNllic CI{EMICAIS I$C., and thai the wichin

ani foregoing i.nserunent was sj.gned in behaLi of sai<i

Corpora:ion by authority of a resolu:icn of its Boarci of

Directors to sign this Agreenen'r.

/t
.//

r,,r,./.. -.. D.'7rl i n

Resici.-.q a:, J4 tlttrt, ll*/1

-

u:/:. f;l'i 1):t2t a-,/ /!" /'1"'^1

K ail ,,.^n',1i,"1'J d{ y'-'..

^r';, 
:l' *''-' A!'''"u'i =t ' t?i'/' L:it"' F'/"ttit''."

li' ,,1,? i,,t,'i: t'-r ftt'l (!'''i"r J t""

nr/".i..i,1 *Lir t;+ualcrt; nliL ! st'"

lr'u-,-',i'1, ., i-1tl Lj,rllr' 
.,. /'--

- JigJ'il't a-"/:l 't 4-"

\Ji: / .'\

T3.:.

.t//l'1"-

{i#r }
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AGREEI,IENT
AND

SECOND AI4ENDMENT OF CONTRACT

THIS AGREETTENT AND SECOND AMENDMENT OF CONTRACT is
entered into this /t tL 

a^y of June, 1985, by and between 5M

INCORPORATED, a Utah corporation, hereinafter referred to as

nownern, which has its office and principal place of business at
279 West St.ate Street, Hurricane, Utah 84737, and KERLEY MINING

CI{EMICALS INC., an Arizona corporation, referred to herein as the

"Company", which has its office anq place of business in Santo

Tomas, Rt Box 73, Sahuarita, Arizona 85529.

The contract wtrich this agreement shall anend is entitl-
ed "AGREEIVI,ENT AND FIRST AMENDMENT OF CONTRACT'I , dated February

27, 1985, (referred to herein as "Eebruary 27, L985 Agreenent', as

well as the original agreement entitled nMINING LEASE AND OPTION

TO PURCIIASE", dated August 23, 1984, (referred to herein as

"August 23, L984 Agreement")between the parties, copies of which

are attached hereto as Exhibit "A", which also includes the table

of contents, exhibit list and signature pages of the original
August 23, 1984 agreement between the parties. This amendment

agreement shall also apply to all escrow instructions originatly
prepared in connection with the August 23, 19B4 agreement.

r]''



The parties hereto, foc aood and valuabLe consideration,
the sufficiency of which is herebo acknowledged, hereby agree as

follows:

I. Modification of I'linimum tease paynent Schedule:

This agreement shall rnodify Section 4 of the August 23, 19g4

agreement as follows:

Paragraph 4 (b) shall read:

AII paynent obligations for minimum lease payments due

from Company to Owner under the Augusl Z3t 1984 agreement prior
to the date hereof, and including the June 15, 1985 payment set

forth in the Amendnent of Contract dated February 27, 1995, shall
be considered satisfied, released and/or waived.

The payment schedule set forth in Section 4 (b) of the

August 23, 1984 agreement shall be nodified to read as follows:
Date of Payment Yeat Anount of payrnent

Date of Execution of
this Agreement

August 3I 1985

1985 S35,000. 00

975'000.00 plus interest
Note: To pay off principal of $75r000.00 plus accrued intereston Zions Bank loan acquired pursuant to Section 2 entitled
"Acquisition of New Loansn in the February 27, 1985 tunendment of
Cont r ac t
October 21 1985 9200,000.00 Loan Acquisition

Noter The company shall assist 0wner in acquiring the ium of $200,000(1) bV way of a loan from a bank or other iualified lender byproviding its guarantee of collection of any judgement which rnay
be entered against 0wner as a result of Owneris iailure to repay
the loan, (2) or by pa.vment of equivalent cash amount, (3) or'by
any combinatjon of loan and cash amount. The oart.i es shall
endeavor to acquire a 12 month term for said loan. The applica-tion for loan shall be made in writing no later than 0ctober 14,1985. In the event said cash sums..and/or loan are not funded

-2-



by November 1, 1985, this entire Agreement, together with all i,.rprior written agreements, shal I teiminate with6ut further notice, {t$
and all parties hereto expressly waive the requirements of notice'
either by agreement or operation of 'l aw. 

-,u,-/In the event Owner, for any reason, faits to pay' such
loan timely and upon date of maturity, the Cornpany is requiled tonake paynent thereon as party guaranteeing collectio[, Owner,{shall -ow-e to Company the amounts paid on said n;l;J7ior;;;;; i'*-toget,her with interest, at the rate of 15t per annum, until paid
in ful1. Furthermore, Owner hereby grants to Company a two per
cent (2t) overriding royalty interest in and to production fromthe mineral properties which are subject of the AugusE 23, l9g4
Agreement or a right to paynent from first proceeds from anysale, lease or incone producing activity whatsoever on the
subject property to secure the payment and satisfy any amounts
due hereunder from Owner to Company. At such time as the amount
9.".is qtaid by Owner to Cornpany, the royalty interest granted
herein shall terminate. This provision to sebure payment shallnot be applicable in the event company terninates the Agreernent Aas amended prior to paynent of all arnounts due on the bank pro- _t{.nissory note referenced above to be acguired on or about october --JG'2L' 1e8s' 

^**ffiiIn the event Owner , for any reason, fails to fnakef ,b,v,,
Payment on the promissory note to Zions First National Banki ap1e|ai,,[tt*''the August 23, 1984 Agreement, as -anended, ,is, s!ill, in_ef fect, ({7 .*,"
Conpany nay pay the same and deducei'5tii36*ptiiyffi'EfrY"ft'ffi'/ffie,namoung s*u-
owing Owner in its annual payment nbxt following. v ' 

#+k-
May I 1985 $250,000.00Notes First proceeds shall be applied to any existingjoint indebtedness or indebtedness of ownef guaranteed by cornpany
as may exist on bank loan of October 2I, 1985 as set forth above.

Sept. I 1985 5250,000.00. Lc+C Acauts rvdLt
Note: Owner again provides assistance in acquiring loan
terms as set forth in Octobet 2L, 1985 loan arrangement
above.

(*X
on sane
outl ine

May 15 f98? $250,000.00 minimum payment
Note: To be applied first to any existing joint indebtedness as
nay exist on prior bank loans of October 2I , 1985 and Septenber
l, 1985; wiEh all future mininum payments to the following scale:
Minimum Lease Pavment Rovalty Market Condition

$250,000.00

-3-

$5.00/oz Ag or under



7.00/oz Ag

8.00/oz A9

The applicable narkeE price shall be determined by computing the aver-
age monthly market price for sirver, for t,he twerve nonth period,
ending in lhe month immediatery preceeding the month in which payment

is due. such price average shall be determined as quoted by l,letals
week pubrication, or such other authoritative pricing guide regularry
used in the industry, in the event Melars week ceases publication, or
as the parties may agree.

2. Production Rovaltv: section 3 enEitled ',production
Royalty Paymentsn in the AugusE 23, l9g4 agreement shall be modified
in paragraph (b) thereof as follows:

The production royalty shalr be deternined on a proration
basis, according to the following scale:

$375,000.00

9500,000.00

Price of Silver

$6.00/oz Ag or under

$8. 00,/oz ag

$10.00/oz Ag or over

shall- serve as the maxinum production

royalty, regardress of increases over $10.00/oz ag. Rcr-dedtrc-=-

t i oi-s*or---ehar ges--af F Lo--+-rade--agains t-owne r, -f or e xp lo r a t io n

dr i|1ing.--miningl--nil-l.ing, -- f reighting;--'processing, -- smelting,
refining' selling -or any other costs or activities bf the con-

d

s

Royalty

38

4t

6t*
*Six per cent



3.

modified in
Taxes : Section II entitled nTaxes" shall

the last sentence thereof by relieving Owner of

obligation to pay severence taxes. It is agreed that
paragraph shall end with the words "to ownerr'aE the top of

35, and that the remainder of the phrase, as it continues

the words nbut Owner shall pay. . ." shall be deteted.

be

any

the

Pa9e

wi th

4. Obliqation to Prosecute !4ining: Company shall be

required to perforn further exploratory and rnill installation
work as follows:

A. No later than I'lay 15, 1985, Company shall have com-

pleted an exploratory drilling prograrn, pursuant to normal stan-

dards in the industry as follows: Across Techumesh Hill, the

Leeds ltine to the Barbie and Walker CLairnsi upon the McNally

andNewton mining areas. Such drilling shall consist of not less

than 150 holes, or expenditure of $300,000.00 on actual drilling
costs, whichever first occurs.

B. On or prior to May 15, 1987, Conpany shall have

installed the eguiprnent and facility necessary to operate a 3r000

ton per day nine and ore processing program onthe property.

Failure of Conpany to perforn as set forth in A and B

above shall not work as immediate forfeiture of the lease, but

shall be subject to the normal notice and termination provisions

as set forth in the August 23, 1984 agreement between the



Owner shall be authorized to go onto the property and

take possession of the 121800 gallon water tank located next to
the equipment shed. By this agreement, one of the five 12,800

gallon water tanks described as item 5 on the Bill of Sale

prepared pursuant to the August 23, 1985 agreenent shall be

deleted fron said Bill of Sa1e.

Neither the reclamation bond assunption as set forth in

Section 13 of the August 23, 1984 agreement, nor tbe paynents

pursuant to the equipnent sale, Section 5, nor the delivery of
the 12 r 800 gallon water tank nor insurance paynents shall
constitute royalty advances under this agreement. A11 otber

payments hereunder do constitute royalty advances as set forth in

Section 4 of the August 23, 1984 agreement.

5. RECLAMATION BOND: In the event this agreement is
terminated by Owner or Company prior to the commencement of

construction of the ore processing facilities, Owner shall
replace and substitute the reclanation bond referred to in
Section 13 of the August 23, 1984 agreement within twelve (I2)

months following the date of termination. In the event Owner

fails to replace the bondr the provisions of Section 4 of the

February 27, 1985 agreement shall apply. FolJ-owing commencement

of construction of the ore processing facilities, Owner shall be

relieved of any further obligation to replace the reclamation

bond.

-5-



6. PRIOR AGREEMENTS: AII prior agreements not

inconsistent with the terns of this Second Amendment of ConEract,

as set forth in the First Arnendment of contract daEed february
27, 1985 and the l,lining Lease and Option to Purchase Agreenent

dated August 23, 1984 shall remain in futl force and effect
between the parties.

'!u^, of June, 1985.DATED this //

STATE OF UTAH

County of WASHINGTON

)
: ss:
)

.t t 1.1
On the // - day of June, 1985, personally appealed be-

fore me Jerry Glazier and Willian T. Sorensen, who did state to
ne that they are the president and secretary, respectively, of 5t"t
Incorporated and as such are authorized to sign for said corpora-
tion.

.'.r E. 4

pi res : ]. 1tt-)!

ks
\oA'\ l.

l{y

-l

CdtttrHtBYi
frJ:tIC

am T---€orensen



STATE oF i+a'l'- )

couNTY oE gtl L,JaL ) 
t""'

On the /3 day of ilune, 1995, personally appeared
before ne Ronald s. Ashcroft, who being first duly swoln -ia saythat he is the president of KERLEY MrNrNc cItEMicALs rNc., anlthat the within and foregoing instrunent was singe in behaif ofsgid corporation by auEhority of a resolution oi its Board ofDirectors to sign this Agreement.

My Corun. Expires t >r/r"r/Zo

TBA310c (5M3):jj

KERLEY MINING CHEI,IICAIS, INC.

-8-
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EXHIBIT ''A"
to

Eh is

Th is
.-'1'aT

AGRIEI,lENT
AND

FIRST AI4ENDI,IENT OF CONTRACT

Agreement and Anendment of contract is entered into
day of February, by and between 5M INCORPORATED, a

REPA?IlgflT OF Z IOt'lS BANK LOAN: Owner has bor rosreci

AGREEI4ENT
SECOND AI4ENDMENT

and
OF CONTRACT

Hurricane, UEah branch, Ehe sun

due on lt{arch l{, 198 5 . Com,can;r

Utah corporat,ion herein referred to as 'Owner", which has iEs

office and place o€ business at 279 West State Street, Ilurricane,
Utah and KARIEY I1INING CHEIIICALS INC., an Arizona corporation
herein reEerred to as the nCompanyn which has an office and place

oE business at Sant,o Tomas Rt Box 73, SahuariEa, Arizona 85629.

The contr.act which this agreement, shall anend is
entieled "tlining Lease and Option to Purchase", dat,ed August 23,

1984, a cogy of the cover page of said agreement, togelher wiEh

the table of contents, exhibit Iist and signature pages are

attached hereto as Exhibit A to identiEy t,he contract with speci-
ficity.

The parties heretc, for good and valuable consideraEion,

tire sufEiciency of which is herewith acknowledged, herecy agree

as follows:

1.

from Zions Fi

of $;5,000.00

rst Naii-onaI Bank,,

, the sane which is



agrees to pay off and saEisfy the bal_ance due Zions First
National Bank on or before February 1I, 1985. Repaynent of the

loan shall constitute paynenE in full and conpleEe the obligation
for purchase of equiprnent set, forth in Section 5 on Page 15 oE

the August 23, 1984 Agreement.

2. ACQUISITION OF NEW LOANS: The Company shall assist
Owner in acquir ing a new loan in the sum . of 975,000. 00 byr

providing its guarantee of collection of any judgment which may

be enlered against Owner as a result of Owner's failure to repay

the loan. The parties shal} endeavor to acquire a 12 nonth term

for said loan. The application for loan sba1l be nade in writing
no later than February 27., 1985. In the event lhe loan is not

appro-ved on or prior to February 28, 1985, this entire Agreernent

shaLl be null and void and wiLhout efEecb.

In the event Owner, for any reason, fails tc pair such

loan tinely and ugon date of maturiEy, tie Company is required to

make payrnent, thereon as party guaranteeing collection, Owner

shall owe to Company the amounts paid on said note to Company,

togeEher with interes:, aE. the rahe of l5t per annum, until paid

in fuII. Furthermore, Owner hereby granl,s to Corn.oany a two per

cent (21) overriding royalty interesE in and to production fron
the mineral proper'"ies which are subject of the Augus1. 23, 1984

Agreement or a right to payment from Eirst proceeds frorn a^!
sale, lease or income producing activity whaF.soever on tle
subject progerLy to secure the''lrayrneni and salisf.,r any arnoun:s

due he reunder E rom Owne r E.o Companv. AE sucn t i.me as t.lte anount

-2-
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due is paid by Owner to Comgany, the royalty interesE granted

herein shall terminaE,e. This provision to secure payment shall
be applicable only in the event Company terninates the AugusE 23,

1984 Agreenent as amended prior to payment of all amounLs due on

the promissory no[e referenced above.

In the event Owner, for any reason, fails to nake pay-

nent on the prornissory note to Zions First National Bank, and the

August 23, 1984 Agreement, as amended, is still in efEectrCompahy

may pay the same and deduct such payment from the arnount owing to

Owner in its annual paynent next, following.

3. REI}IBURSE}TENT OF TAXES AND INSURA}ICE PREI,IIUIIS : IN

the event. that Cornpany, for any reason, terminates the AugusE 23t

198.! Agreement as arnended during periods for which Owner is still
paf ing taxes and/oc tlabiliEy insurance premiums which tile August

23, 198..! agreement as amendeC requires Company to pay, Company

shall reirnburse to Owner such amounts, if dn!r which it should

have paid on a pro rata basis, based on the amount of time tnat

Company has held a leasehold interest in Ehe nineral proPerEies.

4. RECLAi,IATION BCIID-TERMINATION OF CO|"IPAI'IY: In tire

event Company, for any reason terminates the August 23, 1984

Agreement, as arnended, beteeen the date hereof and June 15, 1985,

Owner shall, within twelve nonths of tne daEe toe:eof, re.olace

and subst,itute the bond presently posled with the SeaEe of Utah'

DegarEment o€ Oi. l, Gas and 14ining. In th: et/ent Owner f ails to

replace the bond wi!hin t'lelve'rmonths, Ccm.oanir seall be eriiEled

tc reimbursenent. therecE und,oc Eire terrns of t.he se:urit.y.orcvi-

-3-



sion o€ Paragraph 2 above. Tbis provision nodifies the provi-
sions of Paragraph 13 entitled nReclamation Obligations" of the

August 23, 1984 Agreement, and any other part inconsistent with
this agreenent.

5. MODITICATION OF PAYIN! DATES: paragraph 4(b) under

the sectionar heading, nMinimum Lease payments" shalr be amended

as followsr Paynent due February 1, 1984 oE gI5OrO00.O0 shall be

deferred and paid on or before June 15, 1985. The May 15, l9g5
payent of $500r000.00 sha11 be deferred until June 15, 1995.

6. DRItt DATA: Cornpany shall, within 30 days of the

date hereof, provide com.olete dupricaEes o€ all drilling data

re.oorts, any and all information on grades and tonnage, metal-
Iurgical studies and data as to ore reserves blocked out,,

inEerred and deerned proEiEabIe.

The above and foregoing consE.iE,ute a subseguent change

to tne August 23, 1984 agreemenL as authorized in Section 32

teereof entitled rsubsequent, Changes', and is limited to the

changes and modifications set forth therein. Such subsequent

changes shall conE,rol and supercede any language. inconsistent
t,herewiEh in the te:<t oE the Augusu- 23, 1984 Agreement, whether

or not specifically referenced herein.

7 . RIGttT OF FIRST RaFUSAI FOLLOT/iING TERIINATION: I E

Company shall fail to make the palrment of the total of

$650,000.00 on or beEore June I3, 1985, and as a resulE oE such

de!ault Ehe August 2J, I98{ Agieenen! shall be tar1Iinate,l by

Owner, th-.n Company shalI, nevertheless, retain a right oE Eirst

-"t-



raf usal f or a per iod of one yesr f olJ_owing the dat,e of
terninalion to natch any bona fide good faith offer for sale,
lease or other income-producing activity to or frorn a third parEy

which shall be nade on pro.oerty ccvered by tne Augusi 23, l9g4
agreemen!. company sharr have a period of filLeen (r5) days to
exercise its righE of first reEusal on an]' such oEier made after
notice r ds required herein, on or before Novenber 15, 19g5.

Thereafter, the exercise period shalt be thirty (30) days.

DATED this 2?/" day of Februray, 1985.

5M INCORPORATED, a Utah corporaEion

President

COUNTY OF IfASHINGTON )

On the -:7' day oE February, 1985, personaLy appeared

before me JER-RY GLAZIER and WILLIN.I T. SORENSEN, who being by me

duly sworn, did say each for himself, thai he, the said JER.Ry

GLAZIER, is the PresidenE, of 5l,t Inc., and that said WILLItuU T.

SOREIISEN is the Secretary oE 5i4, Inc., and tha! the within and

fcregoing instrument wss signed in behalE oE said corgoration by

authority of a resclutioo of its Boa:d of Dir:c!crs and said
JE.R.Ry GLAZIS.R and WILLIATu T. SOiellSr:i each duly acxncr)-eCAe to me

-5-



t,hat said corporation executed the sane and thaE the seal affixed
is t:re seal oE said corporation.

KERLEY I,IINING CHEMICAi,S INC.

STATE

County

on the iTfi' day of Februarl,, personally appeared

beEcre me RONATD E. ASHCROFT, who being by me first duly sworn 7- 6cts
did say that he, the saiC ROt.lAiD E. ASiiCROFT, is tn'eiibresident oE

Kerley Mining Chemicals Inc. and that the within and fcregoing

instrurnent was signed in behalf oE said corporation by auEhority

of a resolution oE its Board of DirecEcrs to sign Ehis Agreemen!.

Residing:

OF Llkl )

of
,, :SS:

!li':l>;' ' "r'': )

4u,-ot
Ronald E. Ashcr o f i,,',-Pres iden E

-6-
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EXTENSION AGREEMENT

ltris Extension Agreenent is entered into this 31st day

of August, l-985, by and between 5M .Inc. , a Utah corporation,

hereinafter referred to as "Owner" which tras its office and prin-

cipal place of business at 279 West State Street, Hurricane' Utah

8473?, and Kerley Mining Cheraicals, Inc., an Arizona corporation,

referred to trerein as "Company", which has its office and place

of business in Santo Tonas Route 73, Sahuarita, AZ 85619.

ltris Extension Agreement affects all prior agreernents

and contracts between the parties, and the parties agree specif-

ically as follows:

l. Owner wiII extend the due date for performance by

conpany of certain obligations for Paynent and performance for a

period of 60 days to october 31, 1985.

2. The Conpany agrees to expend its best efforts to

obtain funding comnitnents within 60 days fron date hereof to

cornplete explorations drilling Prograd as outlined in Paragraph

4.A. of the Agreenent and Second Amendment of contract dated June

i_r, r985.

3. Payment of the $75,000 originally due to 5M Inc- on

September 1, 1985, is extended to October 31, 1985. 5Ft Inc. has

borrowed $75,000, loan number 9003, fron the Zions First National

Bank, Hurricane office, P.O. Box 648, Hurricane, Utah, A4737 -

company, within five days of its signature of this Agreement,



will- pay interest due on said loan between 5M Inc. and Zions

First National Bank, which as of the date hereof, is $2,401.04.

Ttre Conpany further agrees to pay interest accruing on said note

during the period of this sixty-day extension at a per dien rate

of $26.04 or whatever the proper rate shall be charged by the

bank. Company agrees to provide a letter to Zions First National

Bank reconfirming the continuance of the existing guarantee of

said $75,000 note. Furthernore, the loan acquisition set forth

in the Agreement and Second Amendment of Contract, to be

perforrned on or before October 2L, 1985, in the surn of

$200,000.00 wiII be extended to the October 3I, 1985, due date.

4. By this agreement, ComPany releases three 12,800

gallon storage tanks, described as itern nurnber 2 on the Bill of

Sale attached to the original agreernent dated August 23, 1984

betr"reen the parties. Owner shall have the right to seIl such

tanks free of any ownership interest or encumbrance of Company.

Furthermore, Company agrees to provide Bi1ls of Sale with respect

to the three tanks.

5. Conpany agrees to pay within five days of signature

its prorated strare, amounting to $ 929.84 , of current

liability insurance due on the mining property.

6. fhe parties hereto agree that in the event any

payment or performance on the part of Company is not made timely,

pursuant to the extensions granted in this Agreement, then this

Agreement shall terminate without notice as of the date of suctr

failure to urake payment or performance and the rights of the

-2-



conpany to lease purchase the nineral properties described in the

I'lining Lease and option to Purchase, dated August 23, 1984, shall

also terroinate as of the date of such failure.

DATED this4)/ZAay of septernber 1985.

514 INCORPORATED, a Utah corporation

R, President
Il

ensen,

985, personally ap-
5M Inc., who signed

said corporation and

t

o
ofthe foregoing document for and in behalf

stated that he is empowered to do so.

Residinq in St.
My Conmission Expires:

f'.. u E.
$F^.cJq*'' -*

f l"- :.

STATE

County

OF ARIZONA

of

)
: ss:
)

KERLEY MINING CHEI4ICALS INC.

Bv'
RONAID E. ASHCROFT, PTES1dENI

George,

day of
E. Ashcroft, President of

On this
peared before ne

personally ap-
Kerley Mining

STATE OF UTAH )
: ss:

COUNTY OF WASHINGTON )

on rhis fu. uu, oJ44;
peared before me TEE$-cIaz26t, lF;;Eidffi

N6tary Public

Ronald

-3-



Clieenicals Inc.
betralf of said
so.

, who signed the
corporation and

foregoing docunent for and in
stated that he is ernpowered to do

My Connission Expires:

Notary Public
Residing tt -u rnau"

-4-
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355 w. North Tempte . 3 Triod center ' suite 350 . sott Loke city, ur 841Bo-1203 . 801-538-0340

June 12, 1986

pFq
tt- 

-tq! H\l STATE OF UTAH
&#lL NATURAL REsoURcEs
V<f or, Gos & Mrnrng

The Division
recLanation bond
dollars) as well
future Bl.ans for

Normon H. Bongerter. Governor
Dee C. Honsen, Executive Director

Dionne R. Nielson, Ph.D,, Division Director

Mr. John Kuppe
Vice President, Finance
Ker).ey Industries
Santo Tomas Route, Box 7V
Sahuarita, Arj.zona 856?9

Dear Mr. KUDDe:

RE: Status and Action Required for the Silver ReeUl-nq_

The permitti.ng status of the SiLver Reef Mine indicatesthat a reclamation surety bond was posted by Kerley rndustriesin 1984 (insufficient at this time), and that a MR-l form was
submitted to the Division on June 2l , t9g5 (not yet approved).

A lettet requesting the posting of an additional bond
amount was sent september 27, rggs to Ronald Ashcroft from
Pamel.a Grubaugh-Littig. The-reply Ietter from KerleyIndustries (dated February lO, l9B6) stated that an increasedsurety would be posted by April l9gd. The updated surety hasnot been submitted to the Division as of this date.

The Division requesled an updated MR-I form (letter from
Steve Cox to Howarcl tJrband of Kerley Industries, ctatedApri] 19, L985) and an updated and unsigned MR-i form was
submitted on June 2I, 1985. No further action has been
undertaken.

requests immediate oostinq of the escalatecl
amount by July I, 1986 ($61 ,7ZB in 1987
as a letter of explanation outl-ininq the
the Silver Reef Mine.

on equol opponunrtv emplover



The Division may need to bring this matter before theBoard of Oil, Gas and Mining requeiting complete and finalreclamation 1f this situation remains unresolved. rf you haveany questions, please calL me.

page 2
l.lr. John Kuppe
ACr /OsJ/O22
June 12, 1986

PGL /djh
Copy: John tJhitehead

Parnela Grubaugh-Littiq
Jerry Glazier, 5M Inc.

8808R-fl

Sincerely,

J_.^* P R^.,p
Lowell P. Blaxton
Administrator
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.ao.a.frto aro atatr oarat rr r^artioror, aLc-
lAotsrttao1t!.o aalraax" ri vrtollt[
t^o$t?.o rr |.^.t!^io
l^oFrttao 'r r.aaosrr oiLt
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John Kuppe
Vice-President, Finance
Kerley fndustries
Santo Tomas Route - Box 73
Sahaurita, AZ 85629

I|t FIEFLY tEFEt IO:

St. George

Re:

Dear Mr. Kuppe:

Kerley - 5M / Silver Reef Mine

Yesterday f received a copy of the June 12, 1985, letter
(copy enclosed) from the state of utah Natural Resources, oil,
Gas & Mining Division to you regariling the status of the bond onthe Silver Reef Mine in Washington County, Utah. From the textof the letter it appears as though there have been ongoing
discussions between ybur Conpany and the State of Utah regaiaingthis matter as late as April of this year. As you know, your
Company's lease on the property terninated as of November 1,
1985, and I am, therefore, perplexed that you would still be
engaging in ongoing discussions wibh the State Division of Oi1,
Gas & Mining regarding the property without fully inforrning 5M of
the problem.

As of this late, 5M has received a copy of the June 12thletter with the understanding that it nust post a bond in excess
of $11r000.00 on or before JuLy 5, 1985, or risk the cancellation
of its mining plan. Furthermore, apparently a letter of intended
future mining plans for the Silver Reef Mine requested at an
earlier date frorn you by the State, nust also be subnitted by theJuly lst deadline.



John Kuppe,
Kerley Industries
June 27, 1985
page two

The last minute notification to 5M of these problems has
resulted in considerable difficulty. At present sl,t i.s under
exEreme financial stress, and is unable to raise sufficient moneyto cover t.he bond request made by the SE.ate. I, therefore,request that ltour Cornpany resolve inatters with the Stateimnediately by posting the bond in order to avoid substantial
damages that will arise should the rnining pernit be revoked.
Specifically, 5M is presently in negotiation with severalentities regarding the disposition of the silver Reef Mine and
representations have been made that the mining pernit is in place
and is ful1y vaIid. rn the event negotiations lrere to break down
due to cancellation of the roining permit, 5M would hold Kerley
respons ib1e.

Again, |-his rnatter deserves your inmediate attention inorder to avoid a substantial claim against your Company. please
advise us as to who is representing you on this rnaEtei in orderto expedite resolution of the problen.

RespectfulIy,
JOIIES t tj.lLDO, itoLBROOK & MCDONOUGIi

-,// ,/

----t/ /-/-"//+.
nothy B. Anderson

TBA: jd1
Enc lo sur e
A3- 07



EXHIBTT



G

{>- ,,

w-'t -L'

ftt$ I t $:t.7-.t.t7:i

llarch 25. 1988

Sraie of Liah
Natural Resources
Divi.ion of Oii. Gas & triini::g'
JrJrJ .r!\Jr Li- r (:IJPIE

3-Triad Cenrer - Sulte 35:l
Salr Lake Cit_v, Utab, 64180

Artn:

Dear Llr

M:'. Lowe11 P. Eraxtor:
Adminisirator, Irline:a1 Resource
Developmenr & Be c la.car i. oa Progra.n

. Bra.xton:

lfitb ref erence to I'our ietrer to us dareci llarci: 10.
19S8, regarding the permirting and recla.lrlat j.on sta:i.ts oj ihe
Silver Reef mine locared J.n Yiashtngror; Countl'. Ll:ai.. arc
including tbe meetings previouslJ* held on Februa:';.- l-7. 19SS.
with me$bers of your sra.f f , !'Ir. Dat'id ifham anc fra:.,i; Fi1as.
we are, herewith, subl'iitting to you tbe Recla:nario:: Plan
for the Silr'er Beef mi,oesire, invoiving EE-lGEl-6TsTre
facilj.ti.es and developments.

lle Lrave now peiitioned tbe Board of Oii, Ges. & Iliniag.
requesting that the loonies recentll' f crf eited bj' Iierle'r Mining
& Chemicals, Inc. be retained bI the Divi.sion of O11,, Gas &
i'iining as reclarnat ion surely required f or keeping cr:,rrent
a staodb5 pelni.t on tbe Sj-1r'er P'eef nine rhich is present15
uncier a srare of suspenciei ope:'ations

ft is tbe lnrent of 5Ll . Ir:c. ro work dj. liSen;1.r's,'ith
tbe Division of Oi1. Gas & Iriining. and staf f mern'oe:'s . in obt aining
approval oi our curreui Reclanati-on P1an. A1so. ih:-s ic-r r- e::
i q rn nnri ir- r-c',r Iilat e ]E anIE-EnE- rec la:.allon e: iol-.-s are
ncw rve1l in progress on rbe prcperi!'.

I"e iook f orr,'ard :o again meeting \\:ith -voi.::' s:aif menbeis
here rn llu::ricane ihis nesr wegk. and to Jormal:.:e lite obiec'-ires
of this recla::ra:iorr r',,or:k.

\"e rhars 1'ou for l:cur ccoperati.cn

\linerals-\,lining.-.\lilline-\telting- \,,in uf ac t u rinq
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::i crna: i oi. .

bave an. -'.. quesl j ons .
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Verl'.- sincereL]' .

JG: s

E\-'T 'I \t)
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Recl,aixaticn P-.:.an

Cop-r' q1 Fetitioa Lerier
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lf asbingron Ccui:,:l-, tiah

Con: ei: s :

25 ltarch 1988:
EF;Ec.-Etrer ro llr. Lone1l P. Byaxron.
Arirninistlator. lli ne;. a 1 Resource Deveioc=e::
&, ReCiernatiOn Prosraq

25 Marcb 1988:
- Silver Reef L{iee

$asbiDgton Counry, L:rah

25 March 1988:
ci Effic.-IEier ro tbe Utah Srate Board.

Division of Oil. Gas & Mining"

a)

b)
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llarch 25. 1988

S:are of Utab.
Narulal Resources
Division of Oil-, Gas & Liining
355 .r\orth Ternple
3-TriaC Center - Suite 35C
Salt Lake Ci.ty, Utah 84150

Attn: Mr. Lowe11 P.
Administrator
Development &

Dear Mr. Bi'axton:

It is
the Division
approval of
is to norif -v
now n e1l- in

Il'itb reference tc your letter to us dated l,tarch 10.
1988, regarding the perrnitiing and reclamaiion sr&-r-LtS of the
Silver Reef mj-ne locarec in 11'ashi-ngton Couni5', -u-taii. anC
including the meerings previousl--v held on Februarl 17, 1988.
witb members of your siaif, [1r. David lVham and Frank Filas,
we are, herewitb, submirting to you the Reclamarion Plan
for the Silver Beef minesi.re, involvlng EE-Fi6E6-iTnETte
facili,ties and developments.

]Ye have nou' petitioned the Board of Oi1, Gas, & Mini-ng,
requesting that the monies recently forfei;ed bl' Kerley IUlning
& Cbemicals, Inc. be retaineci by the Divisi.on of OiL, Gas &
tr{i,ning as reclamar j.on sure!-\- required for keeping current
a standbl'permit on the Siiver Reef roine which is present13'
uncier a srate of suspencled. ocerations.

lJraxton
, Mireral Resource
Rec l arnat ion Program

the j-ntenr of 5M, Inc. to work diligentl-v with
of Oi 1. Gas &. Mi.ning, and staf f members . in obr-airins:

our current Reclarnat ion Pl,a.n. ALso . this 1e'lt er
J*ou that cieanup and recla-rcation efforrs are

progress on the proper:-\:.

I[e look forward ro agaln meeting l:ith 1:qur staff nnernbers
here j-n Hurrica.ne this nexl week, and to formallze the objecti'.'es
oi this reclannation work.

T,e ttrrnl: r'nr'{n- -.- ]'our cooperatlon anci asslstance q'i: i:

\linerals-Aiinine-ttilline-tteiting-,\tanuiac tuiins
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2.

3.

4.

RECLAMATION PLAN

Silver Reef Miue
Washington County, Utah

******

@:
Clean up all outside debris and leave

Powder Magazlne:

Leave as is, empty and'secured.

Mine & Access Boads:

as ls for future use.

Clean up and leave
work, and property

Pachuca Tanks:

as is for security patrol, assessment
access.

6.

7,

8.

Clean up surrounding debris and
for future uge.

leave standing upright

5. Open Pit Area:

Close the vertical shaft and leave the remaining open pit
as is until such time as mining operations are resumed,
or further reclarnation undertaken.

Agglomeratlon Circuit, Pad, & Sprlnkler System:

Remove the non-fixed PVC, sprinkler heads and pipe, and
condition and maintain equlpment for future use.

Scrap Yard:

Remove and clean up.

Smal1 Transformer B1dg., and Fenced StQs|L4!.lqn:

Clean up all debris, make repairs to buj.lding and fen6e,
and leave in place.

50,000 Ton Leash Pad and Sprinkler Syelte,m:

Remove all debris, stack pipe and sprl.nk:lers, and
leave as ls.
Note: The ore on the leach pad still retains 50% of the

economic values whi.ch can be leached and processed
in future operations.

- 1-

q



10. 2-As halt Collectlon Ponds:

Clean

Note:

up all debris

Ponds provide
be maintained
are resumed.

and leave

reservoir
for this

as 1s.

for rain runoff and should
purpose until minlng operations

1I. 4-Precipitation Tanks:

Clean up all breakage, pVC pipe and other debris, and
leave as is until minlng operations are resumed.

Note: This mill area can readily be rerrctlvated for future
milling purposes and would be cost prohibitive to
remove and later reinstall upon resumption of
operations.

L2. Various Small Agitation & Thick :

Clean up all broken pipe and debris an,l :leave as Ls for
future milling operations.

13. Small Rectifier Bui-lding:

Clean up all debris, secure and leave ln place.

14. Electrowinning Cells & Spiraf PrecipitatPrP:

Dewater ceIls, clean up all broken pipee and.debrisii'and
leave as is.

15. Main Sub-station:

Leave as is for future use.

16. Ore Stockpiles:

Leave in place for future milling

17. Z-Monitoring Wells:

Leave in p1ace.

18. Power Lines & Poles:

operatlons.

Clean up any debris, maintain and

19. Fencing & Gates:

Make repairs A.s necessary; post,

Note: Necessary for the security

leave 1n place.

leave in place.

the private property.
and

of

-2-



2(.1

21.

F i le Assay Bu j-lglng_:

[.'.1 ean rrp debrjs, post sign: "No Dumping", a.nd leave
i.n grJ.ace f or f uture use.

O1d lYIi11 Site:

Thi.s historic mi11 has been disassembled and almost entirely
removed. However, at some future time, bM, Inc. has plans
to restore this old mill and mill site. For the present,
clean up debris and leave as is.

22. D_o_1'Ie Shaf t:
Sea I and remove head frame.

Note: This reclamation is now in progress and near
completion.

2:1 . Big llill Shaf t:
lllalre repairs to fence and leave as is,

24. Bore lloles:

Close a.nd seal.

v+f 1-ogg rp_1!3_q-gs.:

Relnove approximately 25 tons of the coarse scrap. Leave
the remaining fine shredded iron and copper precipi.tates
'I'hese materials are valuable for their copper and silver
content and for future eementation requirements,

NOTES to Reclamatlon Plan:

2lt

) ) 2'i.4 acres Are irrvolrrecl in the
anrt is further deLai,l.ed on the
Egg{__Map attached hereto.

above rec Lnmat ion items
eurrent Reclarnation

2) r.lertain of the a.bove items ma.y require an extension
r:f time to complete the reclamation work beyond
l\{a.y 15, 1988. It 1s requested some ndditional. time
consideration be given to complete the followi-ng
i- tcms:

Item No.7 - 20 - 2l - 24 and 25,



I\
-! .-

(T,tn a.t7:t7 (aot) a:15-.117:t

March 25. 1988

5.1t. fJt|.. ,D.lr. Box 762, nUnnl('AftE'.

STATE OF UTAH
Natural Resources
Division of Oil, Gas &
355 West North Temple
3-Triad Center - Suite
Salt Lake City, Utah

Gent lemen :

Mining

350
84 r80

This letter is a formal petition to the Board of Oi1, Gas
& Mining with reference to the dispositlon of the recently
forfeited Kerley [{ining & Chemicals, Inc. rec.lamation bond
covering mining operations at the Silver ReeJ mine in Washington
County, Utah.

5lvl , Inc. i.s the owner of the Silver Rerel mine near Leeds,
Utah, and is presently working with the Uta.h Reclamation Division
of Oi. 1, Gas & Mining, under direction of Mr'. Lowell p. Braxton
and his staff, for the purpose of completing a current Reclamation
Plan under which the Silver Reef mine would receive a staidEf-
permi"t status.

Sometime ago, 5M, Inc. contracted wlth Kerley Minlng &
Chemicals, Inc., an Arizona company, to participate as the
designated operator on betralf of both parties at the Silver
Reef mine. Part of the consideratlon to 5M, Inc. was that Kerley,
as designated operator, would post with the Division of Oi1,
Gas & l{j-ning a cash reclamation bond in the amount of $55,210
as reclamation surety on behalf of Kerley and 5M, Inc. Kerley
teserved the rlght to terminate their position as designated
operator, if necessary, and to forfeit their rights in the
proj ect .

Due to inhouse problems withln their company, Kerley was
ultimately forced to dissolve their total mining division. In
doing so, 5M, Inc.'s agreement with Kerley speciflcaLly included
certain conditions and considerations to 5M, Inc. in which
Kerley had to be current before termination of their obligations
would be totally effectlve. The termination of Kerley by
5M, Inc. proceeded without Kerley being current as to certain
work commitments and money payments. Therefore, 5M, Inc. rs
position at thls time is that the Kerley reclamation bond is
part of the considerations and money commltments due 5M, Inc.
by Kerley as liquidated damages.

Minerals-Mining-Milling-Melting-Manufacturing



Natural Resources
Division of Oi1, Gas & Mining

It is requested that the bond monies now in the General
Fund be returned and placed again with the Division of Oi1,
Gas & Mining for the exclusive purpose of providing reclamation
surety once again for the Silver Beef mine,

In those projects where 5M, Inc. has posted cash reclamation
bonds in the form of CD's, lt has been jointly in the name of
the Federal or State agency and 5M, Inc., with the interest
thereon accruing to 5M, Inc. In this partlcular case, however,
we would not be opposed to the Division offsetting the inflation
factor by an amount equal to the interest accruing thereon.

The Reclamation Division is now receiving 5M, Inc.'s
updated Reclamation Plan and will require reclamation surety
be posted on the Silver Reef mine within 60 days after tbe
Division has approved the p1an.

At thls time it is requested that the Board give favorable
consideratlon to the above matter within the time frame compatible
to allow 5M, Inc. to use the money in favor of the reclamation
surety bond requirement stated above.

We appreciate your assistance and help in this matter.
Should you have any questions or reason to communicate with
us further, please feel free to contact us,

JG: s

cc: Lowell P. Braxton,
Adrninistrator, Mineral llesource
Development & Reclamation Program

since
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Silver Reef Mine M/gst/DOz Wa shi n ton

I't r. Jerry Glazier
j;1.,| . Inc.
P. 0. Box 752
l{urricane, Utah

Dear Mr. Glazier

84717

PlanRe: Reclamation
E"""ft;-nTa!

. Thank you for the silver Reef Reclamation plan which was oivento llolland shepherd and Frank Firas of my staff on llaicrr ii, ise8.The interim clean up measures proposed ih Section b,re,ppiou"J.-
Arr extension for completion of rtems 7, 2o, 24, and 25 is'hereb,yqranted. This work is to be completed by July'1, l9gg.

The Division will not require a deadline for the elean up of theold mill (rtem 2l). This area is prelaw and is not under ourjurisdlction. l'le do, however, commend you for the work which hasbeen done at the old mill sit! and hope- that you wirl compiete lneclean up of this area.

As Frank Filas lndicated on site, we will require that yousubmit a plan for final reclamation or the site. sone portions ofthe mine site such.as roads, buildings, and power lrnes;;t-;;i;"u"to be lncluded in the final reclamation if they have a conIlnuinguse after mining is completed.

The petition for reassignment of the l'orfeited boncJ is not in
l. lre proper form for presentation to the Board. I believe tnat youhave since received the information necessary for reformatting'tnispetition. Lawyer representation wirr be necessary at the BoairJrneeting. I also recommend that you cover in more detail theagreements between 5M and l(erley which you make mentlon of in thefourth paragraph of the petition.

on equol of)Dorlunaly emplc\ er



l.

Submittal of the final reclamation plan should.tre nrade by April
lB. iiee. lf this deadllne cannot be met, the Dlvision nust recelve
priot notification Justlfying the need for the extension. The

f"iiir peiition for bond ieaisignment can be made once the flnal
reclaraiion plan has been submilted and tentatively approved by the
Division.

Page 2
ApriI, 7, 1988
Jerry Glazler

rF
cc:

Thank you for your cooperation.

F. Filas
l{. Hedberg
B. Roberts
M. Anderson
H. Shepherd

SincerelY t

f .-l--
u|,r...r{ / lj '+'f'la"
Lowell P. Bratton
Administrator, Mineral Resource
Develooment and Reclamation Program


